DOCUMENT RESUME 



ED 215 268 



CG 016 001 



AUTHOR 
TITLE 



INSTITUTION 
SPONS AGENCY 

REPORT NO 
PUB DATE 
NOTE 



EDRS PRICE 
DESCRIPTORS 



IDENTIFIERS 



Seidman, Bert; And Others 

[White House Conference on Aging, 1981. Retirement 
Income. Report and Executive Summary of the Technical 
Committee . ] 

White House Conference on Aging, Washington, D.C. 
Department of Health and Human Services, Washington, 
D.C. 

TCES-5; TCR-5 
81 

100p.; Paper presented at the White Conference on 
Aging (3rd, Washington, DC, November 30-December 3, 
1981). For related documents, see CG 015 980-987 and 
CG 015 990-CG 016 022. 

MF01/PC04 Plus Postage. 

Aging (Individuals); 'Economic Status; Federal Aid; 
Federal Programs; * Income; *01der Adults; Poverty; 
♦Public Policy; 'Retirement; Retirement Benefits; 
Trend Analysis 

♦Social Security; *White House Conference on Aging 



ABSTRACT 

This Technical Committee Report examines four tiers 
of retirement income: (1) social security; (2) private and public 
occupational pension programs; (3) income from assets and savings; 
and (4) needs-tested programs. A summary of principal findings and 
recommendations is followed by three sections discussing the 
statistical basis for this report. The first section explores 
improvements in the economic status of the aged and points out 
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I . INTRODUCTION* 



Every American has an important stake in the economic well-being 
of the elderly. Millions of us are old now and the remainder/ 
with good fortune, will be. The elderly reared us, built our 
factor.es, produced our goods, fought our wars, and did the jobs 
which needed Joing. After a lifetime of productivity, the elder- 
ly deserve retirement with dignity and independence. 

Hie most important ingredient in a happy and secure retirement 
besides good health is adequate income. Not only the elderly, 
but younger workers should also share a strong interest in 
building the kind of '*orld they want for their own retirement, 
that of their elders, and that of their children. In the ab- 
sence of adequate retirement income, the elderly will have to 
resort to help from their offspring, and, even where this is 
possible, it can produce a result which is burdensome for the 
children and demeaning for aged parents. 

Our committee believes that equity and prudence dictate that 
the elderly receive a retirement income beyond that needed for 
bare subsistence. We strongly oppose efforts to cut back on 
the social security program due to short-run budget considera- 
tion. This misguided approach breaks the compact workers have 
with their government on the extent of financial protection they 
can plan on upon retirement* Such efforts can destroy the will 
of workers to support the system and thereby destroy the system. 

Over the past two generations we have established a four tiered 
approach to providing retirement income, and this approach, 
while needing improvement, worked well. These tiers are (1) 
social security, (2) private and public occupational pension 
programs , ( 3 ) income from assets and savings , and ( 4 ) needs- 
tested programs such as the Federal Supplemental Security Income 
Program, which is supplemented by some states. 

These tiers are complementary and not in competition. Social 
Security has traditionally provided the bulk of retirement income 
for most earners, with augmentation from the second and third 
tiers more likely at upper earnings levels. Needs-tested pro- 
grams have provided a backstop for people who had very low and 
sporadic earnings over their lifetimes. 



mis report represents views of the majority of the Committee. 
A supplementary view follows. 



We believe that the findings and recommendations of the Committee 
are critical for all other areas of concern to the White House 
Conference on Aging* Section II, a brief summary of our princi- 
pal findings and recommendations therefore begins the report. 
The summary is followed by sections III, IV, and V, which in- 
clude the statistical basis for our report with regard to recent 
past trends in the economic condition of the aged (Section III), 
the role of the four tiers in providing current sources of re- 
tirement income (Section IV), and projected future population 
and cost trends (Section V). Finally, Section VI contains a 
detailed discussion of our findings and recommendations and 
Section VII is our conclusion. 



II. SUMMARY OF PRINCIPAL FINDINGS AND RECOMMENDATIONS 



The Committee recommends: 

o As an immediate goal, that retirement income for all 
families should be brought up to the level of the in- 
termediate budget for families produced by the Bureau 
of Labor Statistics, 

o That total retirement income for all should be sufficient 
to maintain the preretirement standard of living 

Social Security should be adequate in itself for those 

who have below average earnings, while social security 
plus supplementation from occupational pensions and 
asset income can be expected to do the job for those 
with higher earnings, 

o Continuing full cos t-of -living adjustments for social 
security benefits, 

o Providing that social security benefits for aged survivors 
be based on earnings adjusted by average wage increases 
to the time of benefit elig ibili ty and prices thereafter, 
as in the case of retired workers benefits, 

o Establishing a special income supplement for the elderly 
aged, those over 75, who are mostly widows, to be provided 
through social security, 

o Continuing the weighted benefit formula of social security, 

o Continuing the earnings-related formula to reward effort 
and to help meet the goal of preserving the previous level 
of living, 
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o Continuing wage indexing of credited earnings for social 
security to keep pace with improved living standards, 

o Continuing social security 1 s flexible retirement age ar- 
rangements that meet the varying needs of the aging, with 

— reduced benefits from age 62 to 65 

increased benefits for those who work beyond age 

65 

— payment of benefits as an annuity beyond age 70, 

o Continuing social security's present retirement test v.nich 
channels the bulk of benefits to the retired while provi- 
ding £ome incentive to those who can and want to work, 

o Using inducements and expanding opportunities, rather 
than compulsion, to prolong working life, 

o Improving social security ■ s special minimum benefit for 
those wi th long service, 

o Assuring the short term soundness of social security fi- 
nancing by: permitting borrowing among the several social 
security funds, and from the general treasury to meet 
short-term deficits; enacting a countercyclical general 
revenue contribution, paying half of Medicare Part A costs 
from general revenues and shifting half of its payroll tax 
to social security retirement, survivor, and disability 
f undi ng, 

o Rebuilding social security reserves to 60 percent of 
annual benefit outgo to assure their ability to withstand 
the stresses of recession, 

o Returning social security to its former status outside 
the unified budget so as to deter short term manipulation 
motivated by budgetary considerations, 

o Establishing an independent board to insulate the program 
from short run political pressures , 

o The improvement of spouses 1 and d ivorced persons 1 status 
in both social security and other pension schemes based 
on the principle that marriage is an economic partnership, 

o Providing and enhancing survivor benefits in all retire- 
ment income programs, 

o Requiring that in private pensions both spouses must agree 
before survivor benefit options are rejected, at least 
where they are not estranged. 
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The Committee finds: 



o Over the past decade , the economic circumstances of the 
aged as a group have improved somewhat, particularly in 
the early 1970 's, but important income gaps remain for 
many, particularly the very aged, women, and minorities, 
and overall retirement income levels need to be further 
improved. 

o In 1979, 3.6 million persons over 65 remained in poverty, 
an unacceptable situation: some 29% of single elderly 
women — about 1.7 million — lived in poverty. About 62% 
of single black elderly women — about 300 thousand — were 
poor. 

o The poverty measure understates the stark conditions in 
which many elderly exist, as just about a fourth of the 
elderly — some 5 . 9 million — lived in "near poverty" (125 
percent of the poverty measure) in 1979. 

o Social security constitutes the mainstay of the elderly 
population and provides invaluable, irreplaceable protec- 
tion to the family at all stages of life. 

o Social security faces short term and long range funding 
problems that are manageable; the vast and deep support 
for the system will produce the political support needed 
to provide for full financing. 

o Dubious assumptions and analyses have produced predictions 
of a future social security crisis that are open to serious 
question and challenge. 

o During the 1970 's average social security benefits grew 
in purchasing power and average private pension benefits 1 
purchasing power declined. 

o Social security accounts for all or nearly all of the re- 
tirement income for over half of those age 65 and over. 

o Social security, on the average, actually replaces less 
than half of former earnings of couples; based on a study 
of retirees from 1968 to 1974, for those in the lowest 
earnings bracket ($1,000 - $3,999) it replaced about 
two-thirds of former earnings; for those at the highest 
level ($15,000 or more), it replaced about one auarter 
of former earnings. 

o Private pension plans cover just under half of the pri- 
vate work force; only one out of two retired men and one 
out of five retired women receive private pension bene- 
fits. 
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o Private pension benefits averaged $2 , 180 per aged house- 
hold ( $2,540 for couples, $2,340 for single men, and 
$1,400 for single women) in 1978; very few private plans 
are fully indexed to inflation and, indeed, few are indexed 
at all; despite dollar increases in benefits, average pri- 
vate plan benefits declined in value. 

o Private pension plan coverage is sparse among women and 
minority group members, part-time workers, the non-union- 
ized, and employees in small and medium sized and low pay 
firms . 

o Outside of social security and railroad retirement, pro- 
vision for spouses is uncommon and undependable ; thus 
the income problems of older widows are a matter of 
especially sharp concern, 

o The increasing rate of divorce exacerbates problems of 
assuring fair sharing of credits and benefits under all 
retirement income programs, 

o The funding of many state and local government pension 
plans raises serious questions as to their future ability 
to honor commitments. 

o Private individual savings are widespread, particularly 
in the form of home ownership, b;at generate very little 
income for most of the elderly. 

o Unless pension plans other than social security radically 
improve vesting, the benefit expectations of plan parti- 
cipant.: must remain uncertain and unreliable. 

o Allegations that social security inhibits savings and thai 
private and state and local government pensions produce 
net savings that result in expanded productive capacity 
are unproven and highly speculative. 

o Corporate private pensions cost the Treasury and tax- 
payers $20 billion per year in tax expenditures (uncol- 
lected taxes) while Keogh and tra plans entail $2 billion 
per year in such expenditures. 

o Current rules permitting social security/private pension 
plan integration may enable private plans to discriminate 
in favor of the higher paid corporate officials and 
against lower paid employees. 
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III. IMPROVEMENT IN ECONOMIC STATUS OF THE AGED AND REMAINING 

GAPS 



During the decade of the 1970's, the aged in general have im- 
proved their economic status but some subgroups among them fared 
poorly. More improvement took place in the early part of the 
1970s than in the latter part. 

A. Poverty Rates and Their Variations 

Poverty rates among the aged declined overall during the 1970s 
from 24.5 percent (4.7 million aged persons) in 1970 to 15.1 
percent (3.6 million aged persons) in 1979. However, the 
poverty rate has improved little since 1974, hovering around 
14-15 percent, and in absolute numbers, it has been between 
3.3 and 3.5 million since 1973, except in 1979 when it reached 
3.6 million persons. Moreover, from 1978 to 1979, 350,000 
more age.i persons were added to the ranks of the poor, fol- 
lowing an increase of 56,000 aged persons in poverty from 
1977 to 1978. (Table 1 summarizes this information.) 

Poverty rates vary greatly among population subgroups by 
family status, sex and race. In 1979, while the poverty 
rate was 15.1 percent for aged persons of all races, the 
rate (1) for whit e aged persons was 13.2 percent, (2) for 
black aged persons, 35.5 percent, and (3) for aged oersons 
of Spanish origin, 26.7 percent. 

Among families headed by aged persons who were poor in 1978, 
(1979 data not yet available) the lowest poverty rate was 
6.6 percent for all aged white families with male heads, 
and the highest rate was 29.4 percent for all aged~bTack fami- 
lies with female heads. (Table 2) 

Of all aged unrelated individuals who were poor in 1978, the 
lowest rate was 17.4 percent for aged white sin gle men , and 
the highest rate -..-as 62 percent for aged~ black ~s in gle w omen. 

The distribution of aged poor also varies widely among sub- 
groups by family status, sex and race. In 1978, more than 
3.2 million persons age 65 or older were poor. Of this total, 
more than 2 million or nearly 64 percent of them were unre- 
lated individuals. Over 1.7 million were single women; they 
represented 53 percent of all aged poor and 83 percent of all 
poor unrelated individuals. In other words, almost two-thirds 
of poor persons were single people and aged single women com- 
prised more than one-half of all poor aged persons and more 
than four-f iftlia of all poor single people. 
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TABLE 1 



Persons Age 65 and Over Below the 
Poverty Level, 1970, 1975, 1979 



Year 



1970 



1975 



1979 



All Races 



White 



Black 



24.5% 22.5% 48.0% 

(4,709,000) (3,984,000) (683,000) 

15.3 13.4 36.3 

(3,317,000) (2,634,000) (652,000) 

15.1 13.2 35.5 

(3,584,000) (2,838,000) (717,000) 



Spanish Origin (1) 
(2) 



32.6 
(137,000) 

26 • 7 
(145,000) 



Note: (i) ' Persons' "of ""Spanish origin could be ~wh i te* *or"bTack, 
so lines aren't additive. 
(2) Not available. 
Source: U.S. Bureau of the Census 



TABLE 2 

Poverty Rates in 1978 Among Aged Families 
and Aged Unrelated Individuals 



All aged families 



Male head 



Female head 



All 
Races 

8.4% 

(712,000) 

7.7% 
(566,000) 

12.2% 
(146,000) 



Whit e 

6.8% 
( 520,000) 

6.6% 
(444,000) 

7.9% 

( 76,000) 



Black 

25.4% 
(178,000) 

23.6% 
(115,000) 

29.4% 
( 63,000) 



Spanish 
Origin (1) 

22.0% 
(47,000) 

20.7% 
(37,000) 

(2) 
(10,000) 



All aged unrelated 27.0% 24.1% 54.0% 

individuals (2,053,000) (1,647,000) (382,000) 



male 



female 



20.7% 
(350,000) 



17.4% 
(240,000) 



38.3% 

( 88,000) 



43.6% 
(52,000) 

(2) 
(14,000) 



Note: 



28.8% 25.9% 62.0% (2) 
(1,70 3 ,000) ( 1,398,000 ) ^ (.29 4, 000) (_3 8_ , 000) 

( 1) Persons ol Spanish or igin "could" "be white of "black, so 
lines aren't additive. 

(2) Not available. 



Source: U.S. Bureau of the Census. 
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More than 700,000 families with an aged head were poor in 1978. 
Of these, 25 percent were black. Of all poor aged families 
with a female head, more than four in ten were black. 

Analysis of Poverty Measure 

The official Government poverty levels were based on food 
costs under the 1961 Economy Food Plan developed by the U. S. 
Department of Agriculture, using food consumption data for 
1955. All non-food expenditures were covered simply by multi- 
plying (in most cases) the cost of food by three. Many have 
considered this measure of poverty inadequate. According to a 
recent study, based on the Thrift Food Plan for 1975, the 
poverty incomes averaged some 40 percent higher than the 
official level for one-person households, about 20 percent 
higher for four-person households, and about 28 percent 
higher for families of 8 or more. Despite serious studies 
to update or improve the existing measure, the official 
poverty lines have been updated only by applying the yearly 
change in the Consumer Price Index. In 1979, the poverty 
level for one person 65 and over was $3,479 and that for two- 
person families with householder 65 or older was $4,394. 
Because the official poverty levels represent an outdated, 
emergency type of food plan, some have argued, and the Com- 
mittee believes, that the so-called "near-poverty" benchmarks 
(125 percent of poverty levels) would be a more appropriate 
measure, in 1979, for example, while the poverty rate was 
15.1 percent for all aged persons, the rate would be 24.5 
percent, had near-poverty benchmarks been used. The number 
of persons in poverty would increase to 5.9 million from 3.6 
million, an increase of 64 percent. in other words, a very 
large number of persons were near the poverty lines. 

Another criticism of the official poverty measure is that it 
does not reflect in-kind transfers. In 1979, in-kind trans- 
fers represented about 27 percent of federal benefit outlays 
for the aged, whereas during 1971-1976, such transfers accoun- 
ted for about 20 percent of federal benefits for the aged. 
For example, a Congressional Budget Office study indicated 
that the poverty rate in 1976 was only 6.1 percent among the 
aged based on post-tax, post-transfer income including Medi- 
care and Medicaid. The same Congressional Budget Office study 
estimated that in 1976 the poverty rate among the aged would 
have been 14.1 percent if Medicare and Medicaid were excluded. 
Our Committee believes that it is illogical to include medi- 
cal costs reimbursed when considering the number of people 
in poverty, since those unfortunate people with medical 
bills are no better off than those without them, whether or 
not such bills are reimbursed. 

Retired C ou ples' Budgets 

Another Indication of the improving economic circumstances of 
the aged during the 1970s may be provided by the upward trends 
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in the proportion of aged couples and aged single persons that 
had enough incomes to meet the various levels of living as im- 
plied by the standard budgets estimated by the Bureau of Labor 
Statistics (BLS) . 

Since 1967, BLS has estimated three standard budgets for an 
urban family of 4 persons and, as well, three standard bud- 
gets for urban retired couples. 

A retired couple is defined as a husband age 65 or older and 
his non-working wife. They are assumed to be in reasonably 
good health, self-supporting, and living in an urban area. 
In the autumn of 1979, the average annual costs for the 
three hypothetical budgets (excluding personal income ta*es) 
for an urban retired couple were estimated at these levels: 
the lower budget, $6,023; the intermediate budget, $8,362; 
and the higher budget, $12,669. These budgets are made* up 
of hypothetical lists of goods and services to describe the 
relative levels of living for a retired couple. 

It may be interesting to point out the changing proportions 
of retired couples below and above the intermediate budget, 
given the attention that has been paid to the level of budget 
by, for example, the 1971 White House Conference on Aging, and 
the President's Commission on Pension Policy. 

As shown below, the proportion of retired couples with incomes 
insufficient to meet the intermediate budget declined to 38 
percent in 1978 from 49 percent in 1970, a still unacceptably 
high figure. 



Proportions of Retired 

Coupl£s*-in 

Budget Levels 1970 1978 

Below the intermediate 49% 38% 
budget 

Above the intermediate 51% 62% 

budget " 

100% 100% 



D. Single Aged Person's Budget 

The Bureau of Labor Statistics has suggested an equivalence 
scale of 55 percent to convert the retired couples 1 budget 
into a comparable budget for the single aged person. On the 
other hand, the 1971 White House Conference on Aging recom- 
mended that for a comparable standard budget ( lower, inter- 
mediate, or higher) an aged person would require 75 percent 
of the dollar amount estimated for the retired couple. 



ERLC 



9 - 



The following tabulation summarizes the trends and also points 
out the differences between the equivalence scale of 55 per- 
cent and 75 percent. 

Proportions of Single 
Age d Pers ons i n 

Budget Levels 55% 75% 

1970 1978 1970 1978 

Below the intermediate 

budget 63% 50% 76% 67% 

Above the intermediate 

budget 37% J50% 24% 33% 

100% 100% 100% 100% 



Like the retired couples, the percentage of single aged per- 
sons without enough incomes to meet the intermediate budget 
declined and the percentage of such persons with incomes more 
than sufficient for the intermediate budget increased, though 
the picture for singles is considerably bleaker than that for 
couples. This becomes doubly important when it becomes evi- 
dent, as in Section IV, that as age advances, single women 
are predominant. 

Federal Benefits fo r the Aged 

Increases in benefit outlays for the elderly under federal 
programs contributed toward the improvement in the economic 
status of the aged during the 1970s. Special analyses by the 
Office of Management and Budget show that from 1971 to 1979, 
federal benefits to the elderly rose from $78.9 billion to 
$116.4 billion (both in 1979 dollars), an increase of 47.5 
percent in real terms. These benefit outlays were of two 
types: cash and in-kind. The former increased by 39 per- 
cent and the latter by 77 percent during the decade, both 
in real terms. Social security was the single largest pro- 
gram among the cash outlays; its payments rose from $48.6 
billion in 1971 to $69.0 billion in 1979 (both in 1979 
dollars), an increase of 42 percent in real terms. Supple- 
mental Security Income (SSI) was a relatively minor program, 
representing 2.6 percent of all cash benefits in 1974 and only 
2 percent of all cash benefits in 1979, although it was, of 
course, important to recipients. (Table 3). 

In-kind benefits refer to Medicare, Medicaid, food stamps, sub- 
sidized public housing, and other. Quantitatively, Medicare 
and Medicaid were the largest programs. 
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TABLE 3 

Federal Benef its for the Aged , by Type of Benef i t : 
1971, 1975 and 1979 

(For years ending June 30, except for 1979 ending Sept. 30) 



Type of Benefit 



(1) 

Bene fits (billion dql lars_i n _1 97 9 _dqllars)_ 

1971 1975 1979 



Total cash and $78.9 $109.7 $116.4 

in-kind outlays 



Cash benefits 61.3 87.3 85.2 

Social security 48.6 69.9 69.0 

Railroad em- 
ployees 3.0 3.8 3.2 

Federal civilian 

employees 4.1 7.4 6.2 

Military retire- 
ment 1.3 1.5 .8 

Coal miners - 2 .2 .3 1.1 

Supplemental 
security in- 
come -3 2.5 2.4 1.7 

Veterans pen- 
sions -4 1.6 2.0 3.2 

In-Kind benefits 17.6 22.4 31.2 
Medicare 13.4 17.3 24.6 
Medicaid 3.4 3.5 4.3 
Food Stamps .4 1.3 .5 
Subsidized pub- 
lic housing .4 .5 1.6 
Other in-kind 

benefits (5) (5) .1 



Notes: 1. Consumer Price Index is used to obtain benefits in 
1979 dollars. 

2. Prior to 1979 includes benefits for coal miners 1 
widows only. 

3. Prior to 1974, represents Federal grants to States for 
aid to the aged, blind, and disabled. 

4. In 1979, includes compensation and pensions. 

5. Not available. 

Source: Unpublished data from the U.S. Office of Management and 
Budget, The Budget of the Uni ted States Government, 
annual. 
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IV. CURRENT SOURCES OF RETIREMENT INCOME 



Ac Sqme_Char act eristics of Aged Households 

At present, the most comprehensive data for an analysis of 
the economic status of the aged are the unpublished tabula- 
tions, provided by the Social Security Administration, of 
the March 1979 supplement of the Current Population Survey, 
conducted by the Bureau of the Census. 

In 1978, there were 18,179,000 aged households. An aged 
household for this purpose refers to either a married couple 
living together or a non-married person. The use of this 
concept for analysis permits an assessment of the economic 
status of all aged persons regardless ol their living arrange- 
ments. That is, income data pertaining to aged persons them- 
selves are obtained and presented, whether or not they live 
together as couples, alone by themselves, or in households 
headed by younger persons. 

A good deal of diversity existed among the 18.2 million aged 
households in 1978. Some of the characteristics of this aged 
population are as follows. 

(1) Older households predominated. One-half of all aged 
households were^Ige 7~3 Vnd over, and two-thirds were age 70 
and over: 

Age Numbe r Percent 

65-67 3,806,000 20.9 

V ] 33.5 

1 68-69 2,285,000 12.6 



i 



7U-72 3,043,000 16.7 

] 66.5 

7 3 and _ql d er 9 ^0 4 5^0 0 0 49.8 

Total (65 and older) 18,179,000 100.0 



(2) Single persons pr edominated . More than 60 percent of all 
aged households \7ere single people. 

Marital Status Number Percent 

Married couples 7,152,000 39.3 

Non-married persons 11,027,000 60.7 
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All aged households 18,179,000 100.0 
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(3) Single women P redominated. Accounting for 47 percent of 
all aged households7~iingTeT women comprised nearly four-fifths 
of all non-married persons. 



Marital status 


Number 


Percent 


Married couples 


7 , 152, 000 


Jy i J 


Non-married men 


2,426, 000 




Non— married wompn 


O , 0 U X , uuu 


47.3 


All aged households 


18,170,000 


100.0 


Single Persons 


Number 


Percent 


Non-married men 


2,426,000 


22.0 


Non-married women 


8 ,601. 000 


i a n 
/ o • u 









All single persons 


11,027,000 


100.0 


(4) The median total money 
j.ess of marital status. 


income H^cl i n**r^ 


witu ayy f Leyaira 


Married 
Age Couple 


Non-married 
_ Men 


Non-married 
Women 


ujo/ yllf DUU 


$ 5,380 


$ 4,350 


68-69 10,500 


4,240 


4,220 


70-72 9,780 


4,960 


4,080 


73 and older 8,060 


4J370 


3,620 


Total 

65 and older)$ 9,460 


$ 4,580 


$ 3.800 



(5) Single women had lower median income than did single men, 
and divorced women had the lowest median income of all sub- 
groups by marital status. 
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Status 



Non-married Men 



Non-married Women 



Widowed $4,780 $3,780 

Never married 4,210 4,830 

Divorced 4 , 620 3,520 

All non-married $4,580 $3,800 

(6) Black households had lower median total money income than 
white households, regardless of marital status. 

Married _cqu£les Non-married Men Non-married Women 

All units $9,460 $4,580 $3,800 

White 9,660 4,900 3,970 

Black 6,560 3,120 2,690 

B . Sources of Total .Money Income of th e Aged 

In 1978, the total money income of aged units is estimated 
at $140 billion. The relative importance of the sources of 
this income for the group as a whole, and for the subgroups 
by marital status, are shown in Table 4. 



For all aged households, by far the most important source of 
income came from retirement pensions. The second in impor- 
tance was earnings and the third, income from assets. Public 
assistance and "other" represented relatively minor sources. 

While all categories relied heavily on pensions, married 
couples, because they had earnings, were less dependent on 
this source than single women. First, while 50 percent of 
married couples' total Income came from retirement pensions 
(mostly social security) , 62 percent of single women's in- 
come was derived from this source. Second, whereas earnings 
accounted for 30 percent of the married couples' total in- 
come, they contributed only 9 percent to single women's 
income. Third, only 2 percent of married couples' income was 
from public assistance and the "other" category, but 7 percent 
of single women' s income was represented by this category . 

C . Sources of Total Retirement Income of the Aged 

Since earnings constituted a significant part of total income 
(23 percent for all aged units), this source of income bears 
special attention. To repeat, the relative importance of 
earnings to total income varied: 30 percent for married coup- 
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TABLE 4 



Shares of Aggregate Total Income of Aged Households 65 and Older 
by Marital Status and Sex: Percentage Distribution of 
Money from Particular Sources of Income, 1978 



Source 



Married 
Couples 



Non-ma rried Persons 
"Men Women 



Total Percent 

Percent of income from: 
Ret irement pensions^ 
Social security 
Railroad retirement 
Government employee 

pensions 
Private pensions or 
annuities 
Earnings 

Income from assets 
Public assistance 
Other 



100 



100 



100 



50 


58 


62 


34 


40 


48 


1 


2 


1 


5 


6 


7 


8 


9 


5 


30 


20 


9 


18 


17 


22 


1 


2 


4 


1 


3 


3 



Note: 1. Amounts of social security and railroad retirement are 
excluded from the separate items listed above for per- 
sons receiving both sources because the Current Popula- 
tion Survey (CPS) questionnaire asks for the combined 
amount. Similarly, amounts of government employee pen- 
sions and private pensions are excluded from the items 
listed above for persons receiving both sources. All 
pension income is included in the "retirement pensions" 
category. 

Source: Unpublished data from Office of Research and Statistics, 
Social Security Administration. 



les, 20 percent for single men, and only 9 percent for single 
women. However, only a minor proportion of persons within 
each of these subgroups had any earnings as a source of in- 
come: 41 percent of the married couples, 20 percent of the 
single men, and 13 percent of single women. 

Because only a minority of aged had any income from earnings, 
and thus inclusion of earnings in the total income tends to 
obscure the contribution of retirement income programs, the 
following table was prepared based on special tabulations of 
the March 1979 supplement of the Current Population Survey 
which contained only retirement pensions, income from assets, 
and veterans benefits which are designated as "retirement in- 
come" . (Table 5 ) . 

Social security was by far the most important source, accoun- 
ting for 49 percent of the married couples 1 retirement income, 
52 percent of single men's, and 56 percent of single women's. 



Government employee pensions contributed 8 percent to the re- 
tirement income of each of these three groups of aged units. 
Private pensions or annuities represented 11 percent of re- 
tirement income of the couples and single men, but only 6 
percent of retirement income of single women. 

While income from assets contributed 26 percent to the re- 
tirement income of the couples and single women, it ac- 
counted for 22 percent of that of single men. 

Only 1 to 2 percent of; retirement income of these aged units 
was represented by veterans benefits. 

With respect to the comparative position of aged single women, 
the above review suggests that (1) single women relied upon 
social security more than did single men or couples, (2) sin- 
gle women benefited from private pensions and annuities a 
good deal less than single men or couples, and (3) income from 
assets figured as importantly in single women's retirement 
income as it did in the couples' income, and asset income re- 
presented a greater proportion of single women's retirement 
income than single men's. 

D. Prop ortions of Aged I Households ; with Income from Specified 
Sources " 

Besides earnings, major sources of income of aged households 
were social security, private pensions, and income from assets. 
While the percentage of aged units with social security in- 
come was quite uniform (nearing 90 percent across age, race, 
and marital status classifications), the proportion of aged 
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TABLE 5 



Shares of Aggregate Retirement Income of Aged Households 6 5 and 
Older by Marital Status and Sex: Percentage Distribution of 
Money from Particular Sources of Income, 1978 



Source 



Married 
Couples 



Non-married Persons 



Men 



Women 



Total Percent 


100 


100 


100 


Percent of income from: 








Retirement pensions* 


73 


76 


73 


Social security 


49 


52 


56 


Railroad retirement 


1 


2 


1 


Government employee 








pensions 


8 


8 


8 


Private pensions or 








annuities 


11 


11 


6 


Income from assets 


26 


22 


26 


Veterans benefits 


1 


2 


1 



Note: 1. Amounts of social security and railroad retirement are 
excluded from the separate items listed above for per- 
sons receiving both sources because the CPS question- 
naire asks for the combined amount. Similarly, amounts 
of government employee pensions and private pensions 
are excluded from the items listed above for persons 
receiving both sources. All pension income is included 
in the "retirement pensions" category. 

Source: Unpublished data from Office of Research and Statistics, 
Social Security Administration. 
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households with private pensions and with asset income varied 
substantially by age, race, and marital status. The following 
is based on the same data source as in Tables 4 and 5. 

Regarding private pensions, 25 percent of aged households age 
65-67 received such income, but only 17 percent of those units 
age 73 and over did. While 22 percent of white aged households 
received private pensions, only 8 percent of the blacks did. 
The contrast was even more dramatic when white and black aged 
single women were compared: 13 percent vs. 4 percent. 

Concerning asset income, the percentage of aged households 
with such a source (about 60 percent) varied only slightly 
across age groups . Between racial groups , however, varia- 
t ions were substantial . Among married couples , for example , 
74 percent of white aged households had asset income, where- 
as only 30 percent of the blacks did . The difference was 
more striking in the case of single women: 62 percent of 
the whites, but only 18 percent of the blacks had income 
from assets • 



E. Role of Social Security 

Social security is more than an >me replacement program 
Tor retired workers. It is an important source of income 
Cor American families. Three basic types of cash benefits 
are available: old-age, survivors, and disability. 

In November 1980, 35.6 million persons received social secu- 
rity. They were distributed as follows: 

Perso ns Percent 

Retired workers 19,524,000 54.8 

]62.8 

Disabled workers 2,860,000 8.0 

Spouses (dependent or 8,445,000 23.8 
surviving ) 

Children (dependent or 4,660,000 13.0 
surviving) 



(1) (1) 
35,598,000 100.0 



Note: ( 1 ) Includes parents and special age-72 beneficiaries. 

Toward the end of 1980, only slightly more than one-half 
(55 percent) of all the beneficiaries were retired workers. 
The remaining 45 percent comprised disabled workers (8 per- 
cent) , dependent or surviving spouses ( 24 percent) , children 
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(13 percent), and surviving parents of workers and special 
age-72 beneficiaries (a negligible percentage). 



The average monthly benefits for retired workers, disabled 

workers, and aged widows and widowers in November 1980 were: 

All b eneficiaries New benef ic iaries 

Retired workers $341 $360 

Disabled workers 371 392 

Aged widows and 

widowers 311 311 



The pattern of distribution of social security cash benefits 
among types of beneficiaries varies widely by race, according 
to unpublished data from the Social Security Administration, 
as shown in the following table. (Table 6) 

(1) At the end of 197j, about two-thirds of white, but only 
one-half of black beneficiaries were retired workers and their 
dependents. 

(2) Disability insurance was more important to blacks than 
whites. 

(3) More blacks received benefits as survivors than whites. 

(4) Benefits of those of other races generally fell between 
the whites and the blacks. 

F. Role ot Private Pe nsions 

While social securi.y is today the major source of retirement 
income, private pension plans are a very important supplement 
for some workers, and they have a considerable effect on the 
income of an increasing number of the elderly. Private pen- 
sions have shown substantial growth since 1950, when pension 
plans first became an accepted issue for collective bargain- 
ing. Although they continued to grow in the 1970s, the pace 
was much slower, and, as discussed below, serious gaps remain. 

Private pensions continued to grow in the 1970s, though at 
a slower pace. In 1970, 26.3 million were covered workers, 
and in 1975, the number grew to 30 million. In 1970, nearly 
4.3 million received benefits, and in 1975, the number in- 
creased to about 7 million. In 1970, benefits paid amounted 
to $7.4 billion, and in 1975, more than $15 billion. 



9 

ERLC 



- 19 - 



27 



TABLE 6 



Percent Distribution of Social Security Cash Benefits 
by Type of Beneficiaries and by Race, 
End of 1979 





Benef iciaries 


White 


Black 


Other Races 


As 


retired workers 


55.8 


41.8 


42.1 


As 


disabled workers 


7.7 


12.1 


8.3 


As 


dependent spouses 


10.3 


6.6 


10.5 


As 


surviving spouses 


14.3 


11.7 


10.0 


As 


dependent children 


5.2 


11.7 


14.7 


As 


surviving children 


6.7 


16.1 


14.7 






(1) 


(1) 


(1) 






100.0 


100.0 


100.0 



Note: (1) Totals include parents 9 benefits and special age-72 
benefits. Components may not add to 100% due to 
rounding . 



Source: Unpublished data from Division of OASDI Statistics, 
Social Security Administration, 



From 1972 to 1979 , coverage rates for full-time workers in 
the private sector increased from 48 percent to 51 percent — 
a small growth in seven years • Given the fact that the most 
accessible groups of workers had already been covered and the 
difficulty for a large proportion of workers primarily in 
small or medium s ize businesses to obtain coverage, slow 
growth should not be surprising. There was some evidence 
that the growth of private pension coverage in the 1960s was 
largely because of the growth of employment in companies 
where pension plans had already existed. 



1 • Covera g e Gaps _b £ Sex , Race, an d Ag^e 

Coverage of workers under private pension plans differs 
widely by sex, race, and age. According to a study of 
coverage and vesting among workers in the private sector 
based on data from the 1979 Survey of Pension Plan Cove- 
rage, 43 percent of all private wage and salary workers 



ERLC 



- 20 - 



aged 14 and over were covered by a pension or retirement 
plan on their current job. The coverage rate for women 
was substantially lower than for men: 31 percent compared 
to 50 percent. Nearly 80 percent of workers without 
pension coverage were working in jobs where pensions 
were not available to any employees, while 20 percent 
of non-covered workers were working in jobs where pen- 
sions are provided but were not available to them be- 
cause of age, service, and annual work requirements . 
Some of these 20 percent of non-covered workers might 
be covered when they satisfy these requirements, but 
others in this group might never be covered because 
their occupation was excluded from the pension plans. 
The gap of coverage between men and women may be largely 
explained by the fact that a greater percentage of women 
worked in industries with low participation in pensions 
(such as trade and service), in occupations that are not 
typically covered by pensions (such as sales, clerical, 
service), in non-unionized employment, or in small- or 
medium-size establishments. 

Black workers are less frequently covered by private pen- 
sion plans. According to an analysis of the data from 
the Retirement Ht?rb>ry Study, a 10-year panel study by 
the Social Security Administration, only * 20 percent of 
black workers aged 58 to 63 in 1969 were covered by a pri- 
vate pension on their longest job, compared to 43 percent 
of white workers. Among the retirees in 1974, 5 years 
later when they became 63 to 68 years of age, 52 percent 
of the covered black retirees and 77 percent of the 
covered white retirees actually received private pen- 
sion benefits. 

Age is another factor. Workers under 25 are much less 
likely than older workers to be covered. But coverage 
rates between men and women persist regardless of age. 
Special tabulations of a Household Survey conducted in 
late 1979 by the President's Commission on Pension Policy 
show that 33 percent of young workers (under age 25) were 
covered by private pensions, compared to 47 percent of 
workers older than age 25. Within each age group, coverage 
rates were lower for women than men: in the under-25 age 
group, the rate for women was 20 percent, compared to 33 
percent for men; in the over-25 age group, the comparable 
rates were 36 percent (women) versus 56 percent (men). 

Vestin g Gaps J>% Sex #_Race , and Age 

While the coverage rate is important, vesting may be even 
more so from the standpoint of receipt of pensions. Be- 
cause of eligibility requirements such as age and length 
of service and the like, a worker may be covered on current 
employment but may not be entitled to pension benefits if 
these requirements are not met . Vesting refers to the 
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right of a participant in a pension plan to establish fu- 
ture entitlement to pension benefits upon leaving the job 
and therefore the plan before becoming eligible for retire- 
ment benefits. 

As with coverage rates, the extent to which workers are 
vested also differs by sex, race, and age. In 1979, 48 
percent of workers covered by private pension plans on 
their current job were vested (had vested rights to their 
benefits), compared to 32 percent in 1972. Like the gap 
in coverage between men and women, there was a "vesting 
gar y H ; the vesting rate for male workers was 51 percent, 
arl that for female workers was 41 percent. The vesting 
gap was not as severe , however, as the coverage gap, 
pointed out earlier. 

In 1974, 43 percent of the retired black workers with pri- 
vate pension coverage did not receive benefits, compared 
to 23 percent of white covered workers. 

The vesting gaps in either case (between men and women, or 
between whites and blacks), may be largely attributable to 
the tendency of women and blacks to have shorter job tenure 
and to have terminated their longest job earlier than men 
workers and white workers. In other words, more women and 
black workers lose private pension benefits because they 
fail to meet the eligibility requirements, especially the 
length of service requirement. 

The probability of vesting improves with age of the worker. 
In 1979, the vesting rate among workers under age 25 was 
23 percent; it increases to 29 percent, 46 percent, 63 per- 
cent, and 68 percent for age groups of 25-29, 30-44, 45- 
54, and 55 and older, respectively. 

3. Infla tion 

The role of private pensions is seriously threatened by 
inflation . The decade of the 1970s witnessed a very 
rdpid rate of inflation; the Consumer Price Index (CPI) 
rose 87 percent between 1970 and 1979. Unlike social 
security, almost no private pension plans provide auto- 
matic cost-of-living adjustments to the full extent of 
CPI increases. A small number of private plans allow 
limited cost-of-living adjustments on an automatic basis. 
To the extent that adjustments «^ro made, private plans 
provide ad-hoc or discretionary changes. 

According to a study based on the data from the Retirement 
History Survey of the Social Security Administration, dur- 
ing 1970 and 1974, average private pension benefits in- 
creased slightly, but their purchasing power declined be- 
cause of inflation. During 1970-74, social security bene- 
fits increased by 47 percent, compared to the rise in CPI 
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of 23 percent. The combination of the decline of the pur- 
chasing power of private pension benefits and the rise in 
the purchasing power of social security benefits meant 
that the relative role of private pensions had become 
smaller vis-a-vis social security. The study estimated 
that, for the fully retired social security beneficiaries 
who received private pensions, for example, the median ra- 
tio of private pension to total retirement benefits de- 
clined from 54 percent in 1970 to 45 percent in 1974. Much 
higher rates of inflation in subsequent years has had the 
effect of reducing the contribution that private pensions 
made toward retirement income, as well as worsening the 
standard of living of the retirees. If high inflation per- 
sists, this lowering of living standards will continue 
for workers dependent on private pensions. 

Role of Private Saving 

A major issue in retirement income policy is the relative 
roles of social security, private pension, and private sav- 
ing. As pointed out earlier, social security is a basic 
program, and private pensions have made significant progress 
in the last several decades. 

Private saving has been the weakest component in the economic 
security machinery, yet it has been traditionally regarded 
and increasingly advocated as an additional source of finan- 
cial support in old age. 

As earlier indicated, even though asset income represents an 
important percentage of the income of the aged as a group, 
and even though a large proportion of the aged had income 
from this source, the median amounts of asset income were 
quite low. In 1978, they were $1,230 for couples, $700 for 
single men, and $760 for single women. 

One major reason is that the value of liquid or financial 
assets in the hands of the aged is typically small or modest. 
Without diminishing the value of the capital, at an interest 
rate of 5 percent, $1,230 of interest income requires a capi- 
tal of $24,600, and $760 of interest income requires a capital 
of $15,200. Another problem is the illiquid nature of home 
equity. Conversion of a home into cash requires its sale, a 
disagreeable approach to many. While this has led to inno- 
vative approaches to allow borrowing against home equity, 
this approach has only begun and difficulties remain. 

There are now in existence some tax-induced mechanisms to 
encourage retirement saving: Keogh Plans and Individual Retire- 
ment Accounts (IRAs). Keogh Plans allow self-employed persons 
to set aside tax-deductible saving up to $7,500, or 15 per- 
cent of income, and IRAs permit workers without a private 
pension plan to set aside tax-deductible saving of up to 
$1,750 or 15 percent of income. 



Unpublished data from the Office of Tax Analysis of the Trea- 
sury Department indicates that the proportion of individuals 
utilizing IRAs increased as income rose, as shown in the 
following for 1977, with similar patterns for 1975 and 1976. 



Adjus ted gross _ income class 



Pe rce nt utilizing IRAs 



Under $5,000 

5,000 - 9,999 
10,000 - 14,999 
15,000 - 19,999 
20,000 - 50,00C 
50,000 or over 



0.2% 
1.4 
3.3 
5.4 
21.3 
52.5 



Total 



4.6% 



H . Earn ings Replacement Rates 

In considering income adequacy and security, both the concepts 
of assuring minimum adequate income, discussed above, and the 
concept of earnings replacement rates are useful. 

An earnings replacement rate refers to the part of lost earn- 
ings that is replaced by a pension. This simple ratio is 
rather difficult to measure, however. For example, how 
should "lost earnings" be counted? Which benefit receipts 
should be considered? 

Despite measurement problems, a number of estimates are 
available. For example, in a 1979 study of earnings replace- 
ment rates of couples retiring in 1968 to 1974 based on the 
Retirement History Survey by the Social Security Administra- 
tion, the replacement rate was obtained by dividing social 
security benefits of husband and wife by average earnings 
in the highest three years of the ten before entitlement to 
benefits. Some highlights of that study are as follows: 

(1) The median replacement rates for retirees were 32 per- 
cent for married couples with one retired workers benefits 
only, 43 percent for couples with two retired workers, and 
49 percent Cor couples with th<} spouso as a dependent. The 
median replacement rate for retired workers was 39 percent 
for non-married men and 45 percent for non-married women. 

( 2 ) The earnings replacement rates provided by social se- 
curity for retiring couples showed an overall rate of 48 
percent. It varied from 63 percent for those with preretire- 
ment earnings at the lowest level ( $1, 000-$3 , 999 ) to 26 per- 
cent at the highest level ($15,000 or more). 

(3) For persons or couples with higher incomes, second pen- 
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sions (private or government plan) are increasingly common. 
Couples with second pensions had a median total replacement 
rate of 62 percent. 

According to a simulation study of pension replacement rates 
for retirees between 1979 and 1982, all individuals in the 
sample would be eligible for social security retirement or 
spouse benefits. But only 47 percent of men andV35 percent 
of women *ould be eligible for private pensions as well. 
The replacement rates for a large proportion of both couples 
and non-married persons are projected to fall below the 60 
percent replacement level. Dramatic differences are estimated 
between those who receive social security only and those who 
are also entitled to another pension (dual pension reci- 
pients): Among couples, while 23 percent of those with social 
security only would fall into the poor/near-poor category, 
only 5 percent of the dual pension recipients would. By con- 
trast, among non-married persons, 77 percent of those re- 
ceiving only social security would be poor or near-poor, 
compared to 26 percent of the dual pensioners. 

With respect to the replacement rates under public employee 
pension plans, there are also differences between employees 
not covered by social security and those covered by social 
security. According to the 1978 Pension Task Force Report 
on Public Employee Retirement Systems, House of Representa- 
tives, employees not covered by social security had average 
replacement rates of just under 50 percent in 1976, regard- 
less of salary levels. On the other hand, average replace- 
ment rcttoa for those who were covered by social security 
as well, ranged from about 60 to 80 percent, according to 
salary levels, with higher replacement rates at lower sala- 
ries . 

I. Retir ement _ Income _0 v e r Time 

Even though income may be adequate at the start of retire- 
ment for some persons, it will become inadequate with the 
passage of time for several reasons. (1) Effec t of infla- 
tion. If pension income is not adjusted for the rise Tn~the 
cost of living, then the purchasing power of a given amount 
of retirement income will erode with inflation. While social 
security benefits are indexed for increases in the Consumer 
Price Index, though with a time lag, as mentioned above, 
private pensions seldom are, almost none fully. As a result, 
the role of private pensions will diminish as a form of 
retirement income in an inflationary era. Moreover, income 
from assets is not explicitly indexed for inflation, and 
such income, unlike social security, is subject to income 
taxes. Thus, the already small role of private savings for 
many retirees will be diminished still further. (2) Effe ct 
gj^producti vity advancement . To the extent that pensions 
already awarded are not adjusted for the overall rise in 
income due to economic growth, the relative income positon 
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of the retired vs. those still working will deteriorate, 
thus creating the feeling of relative deprivation. (3) 
Effect o f _i n creased _lon£e v i t^ _qf _the individual aged pe r son . 
With increasing age, there "ma~y~5e^ increased expenses" "of the 
very old for personal care and health care costs due to 
greater incapacity and illness. (4) Effect of greater lon- 
gevit y of the aged as a <jrou£. When mortaVlliy' improvement in- 
creases the lenytfi'of" time for the average person to receivG 
retirement benefits, a larger total benefit payout will be 
required. To the extent that retirement income is based on 
transfers of income from the young to the old ( intergenera- 
tional transfers), it will require more taxes or contributions 
on the currently working population. However, as explained 
in the latter part of this report, such greater amounts of 
taxes or contributions as may be required may well be a lesser 
burden on the workers if the rate of economic growth (produc- 
tivity) is increasing. In the case of advance funding of 
pension plans, it should be noted that more accumulations 
will be required. 



V. POPULATION TRENDS AND OLD AGE, SURVIVORS, AND DISABILITY 

(OASDI) COSTS 



Numbe r of Aged 

The aged (65 or older) population is expected to grow in abso- 
lute numbers and in relation to the rest of the population. 
In absolute numbers, the estimated numbers of aged persons 
in 1980, 2000, 2020, and 2040 are 26 million, 3ft million, 52 
million, and 67 million, respectively. There are more aged 
women than aged men. At present, nearly six in ten aged 
persons (or moce than 15. 5 million) are women, compared to 
dour in ten (or not quite 10.5 million) men. 

Lon gevity b^ Race and Sex 

Increasing longevity (or improvement in mortality rate) over 
the years has been one factor contributiog to the large 
elderly population now and in the future. In 1930, life ex- 
pectancy at age 65 (the years of remaining life when a person 
has reached age 65) was 13.8 years for men and nearly 18 
years for women. The expectation of life is projected to 
rise in the future. By 2020, the life expectancy for men at 
age 65 is estimated to be almost 15 years and for women at 
the same age, more than 19.5 years; by 2050, the corresponding 
numbers are projected to be 15.5 years for men and 20.5 years 
for women. These projected rates are substantially higher 
than the comparable rates in 1940. In that year, the life 
expectancy for men reaching age 65 was little more than 12 
years , and, for women, little more than 13.5 years . The 
following tabulation summarizes past trends and future pro- 
jections. 
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Expectation of 1 if e in yea rs 



At ag^e 65 


1940 


1980 


2000 


2020 


2050 


Women 


13.6 


13.0 


19.0 


19.6 


20.5 


Men 


12 a 


13._8 


14^6 


15.0 


15.5 


Difference 


1.5 


4.2 


4.4 


'.6 


5.0 



Mortality rates at age 65 and improvements in mortality rates 
during the last three to four decades were substantially dif- 
ferent by sex, but were quite similar by race, as shown in 
Table 7. 

Females live longer than males. White females outlived white 
males by 1.5 years in 1939-41, and in 1977, by 4.5 years. Fe- 
males of black and other races outlived non-white males by 1.8 
years in 1939-41, and in 1977, by 3.8 years. On the other 
hand, white males and males of black and other races share 
essentially the sane mortality rates over the years. Non- 
white Eemaies had slightly shorter life expectancy than 
white females in 1977, and they have not improved their 
mortality rates as much as have white females. 

By contrast, it is interesting to note that life expectan- 
cies at birth differ rather substantially by sex and rac*». 
(Table 8). During the last 30 to 40 years, non-whites of 
eitner sex have improved their life expectancies at birth; 
non-white males, by 13 years and non-white females, 18 years. 
Despite these improvements, they were still outlived by 
whites in 1977. 

C . Th^Aged Population as a .Proportion of the _Tqtal Population 

America is aging. The proportion of aged persons in the 
total population is 11.2 percent at present. It is expected, 
based on 2.1 fertility rate (an average of 2.1 children born 
per woman, a rate needed to maintain today's oopulation), to 
rise to 13.2 percent in 2000, 17.2 percent in'2020, and 20.4 
percent in 2040 and thereafter. 

These figures are based on the assumptions used in the 1980 
Trustees Report of the Social Security Trust Funds, under the 
intermediate-cost assumptions, the so-called Alternative II 
estimates. The report also uses a more optimistic and a 
more pessimistic set oE assumptions. Under these assump- 
tions, the aged would be increasing at more than twice 
the rate of the total population: almost 39% ✓orsus 17%. 
After the year 2000, the growth rate in the aged population 
is estimated to be between 3.5 and 4 times the growth rate 
of the total population. 
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TABLE 7 

Average Number of Years of Remaining Life 
at Age 65 by Race and Sex 

White 

Females live longer 

Year Males Females than males by 

1939/41 12.1 13.6 1.5 

1949/51 12.8 15.0 2.2 

1959/61 13.0 15.9 2.9 

1969/71 13.0 16.9 3.9 

1975 13.7 18.1 4.4 

1977 13.9 18.4 4.5 

[Increase over 
period, 1977- 

1939/41 1.8 4.8 3.0] 

Black and Other Races 

Females live longer 
Year Males Females than males by 

1939/41 12.2 14.0 1.8 

1949/51 12.8 14.5 1.7 

1959/61 12.8 15.1 2.3 

1969/71 12.9 16.0 3.1 

1975 13.7 17.5 3.8 

1977 14.0 17.8 3.8 

[Increase over 
period, 1977- 

1939/ 41 l._8___ 3.8 2.0] 



Source: Statistical Abstract of the United States , 1979, 
fable No .""lor. 
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TABLE 8 



Average Number of Years of Expected Life 
at Birth by Race and Sex 



Year 
1940 
1950 
1960 
1970 
1977 

(Increase over 
period, 1940- 
1977 



Males 

62.1 years 
66.5 
67.4 
68.0 
70.0 

7.9 



White 

Females 

66.6 years 

72.2 

74.1 

75.6 

77.7 

11.1 



Females live longer 
than Males by 

4.5 years 

5.7 

6.7 

7.6 

7.7 

3.2] 



Black and Other Races 



Year 
1940 
1950 
1960 
1970 
1977 



Males 

51.5 years 

59.1 

61.1 

61.3 

64.6 



[Increase over 
period, 1940- 
1977 13.1 



Females 

54.9 years 

62.9 

66.3 

69.4 

73.1 

18.2 



Females live longer 
than Male s by 

3.4 years 

3.8 

5.2 

8.1 

8.5 

5.1] 



Source: Statist ical Abstract of the United States, 1979 
Table No.~~100. 
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The rates of increase are greater for the older among the 
elderly; those 75 to 84, and those 35 and over. Moreover, 
the* oldest females (age-85 plus) are estimated to grow at 
a faster rate than the oldest males. 

Implica tions of the Growth of the Ver^ Aged Population 

There are numerous implications of the growth of the very 
old among the aged, defining the very old as either age 75 
and over or 85 and over among which are the following: (1) 
longer years in retirement, (2) greater length of time depen- 
dent on retirement income, (3) greater effect of inflation on 
the purchasing power of a given amount of income at the start 
of retirement, (4) a greater differential between the income 
of the retired and the income of the active population when 
the workers enjoy rising wage income as in the past due to 
growth rate of wages exceeding that of prices, (5) lessee 
opportunity for employment and thus small opportunity to rely 
on earnings as a source of income in old-age, (6) greater inci- 
dence of health problems, physical and mental, (7) changing 
expenditure needs, involving health care and housing in 
particular, (8) greater need for long-term care both in 
institutions and at home, (9) less reliance on care by 
family members when the children would themselves be re- 
tired or elderly and with impaired capacity. 

While the elderly are generally defined as those age 65 and 
older, and although attention has just been paid to the very 
old, it is necessary to point out that a significant number 
of persons are "elderly" before age 65 because of disability 
or deterioration of physical and/or mental strength. To a 
certain extent, early retirement at age 62 under social 
security and retirement at age 60 or earlier under military, 
police, and firefighters retirement programs recognize this 
phenomenon . 

Depe n den cy Ra tios 

Populat ion aging poses a critical issue for the support of 
the aged in the future. One convenient index of support 
costs for the increasing proportion of the aged is that of 
the "aged dependency ratio" (generally defined as popula- 
tion 65 and over to population 20 to 64). Since *such a 
ratio is nost often used in connection with social security 
financing, it is well to recognize that dependency is a 
broader issue than social security costs. Projected rising 
dependency ratios result principally from- a host of demo- 
graphic and economic factors which affect the society at 
large with impact on the social security system. 

Under the 2.1 fertility assumption, the aged dependency ratio 
is projected to increase dramatically over the 75-year period, 
as the generation of post World War II starts to reach 6. in 
the early part of the next century. 
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Well, this much is certain, much less certain is the widely 
held belief that shortly after the turn of the century, just 
at the time the number of elderly starts to increase so 
rapidly, the growth in the 20 through 64 year old population 
— ordinarily thought of as the working age population — will 
come to a virtual halt and remain stable for many years. It 
is the possibility of the relative growth in the number of 
retirees compared to those at work that causes concern about 
long-range financing of social security. Between now and 
about 2005 there continues to be a major growth in the 20 to 
64 year old group — again a near certainty — so that the Latio 
of those over 65 to this younger age group changes relatively 
little during this period. Thus there is no significant 
demographic problem for social security for the next 25 years 
at K»ast. The proportion taking out and the proportion pay- 
ing in will probably change very little. 

It is of qreat importance to recognize that the very assump- 
tions which produce do increasing ratio of older people to 
those r\t work also result in a declining ratio of children 
to those at work. Tf instead of the ratio of those over 65 
to tho.se 20 through 64, we take what has been called a total 
dependency ratio, the ratio of those over 65 plus those under 
20 to the group 20 through 65, we get a much different pic- 
ture than if we look only at the elderly. Tt just isn't true 
that reasonable demographic assumptions show a larger number 
of dependents Cor each worker after the early part of the 
next century. Instead what they show is a shift in the 
composition of the dependency group — fewer children, more 
elderly. This is shown in Table 9. 

t ion Uncertai nties 

While the abs olute size of the aged population in the future 
may be predicted' "with a fair degree of certainty, because 
persons becoming aged in the next 50 years or so have already 
been born, the re lative si/.e of the aged in proportion to the 
tot.il population " can be forecast with much less precision, 
because it involves future fertility rates. 

Fertility for»*^ Lng is fraught with uncertainty. The major 
difficulty in predicting fertility over a period of time is 
that of anticipating the family sise desired by future genera- 
tions. Such a prediction requires a knowledge of long-term 
tresis m socio-economic and psychological factors and an 
understanding of the net effects of these factors on fertility. 
Unfor Lunately , social scientists have sharply conflicting 
forecasts at present . 

There are two schools of thought: one expects fertility rates 
to continue to decline, and the other anticipates the opposite. 
The major fertility-reducing factors are: increases in female 
labor force participation rates, delay in the age of first 
marriage , increase in divorce rate , and improved technology 
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TABLE 9 



Number of Persons in Age 20-64 Population 
Per Each Person in Under Age-20 and Over Age-64 

Population 



Per Each Person Per Each Person Per Each Per- 

in under Age-20 in over Age-64 son in Both 

July 1 of Year Population Population^ Pqpulations_ 

1960 1.35 5.75 1.09 

1965 1.30 5.49 1.05 

1970 1.40 5.43 1.11 



1980 
1990 
2000 
2010 
2015 
2020 
2025 
2030 
2035 
2040 
2055 



1.80 
2.04 
2.10 
2.24 
2.22 
2.16 
2.11 
2.08 
2.09 
2.11 
2.10 



5. 12 
4.64 
4.46 
4.25 
3.79 
3.30 
2.89 
2.64 
2.60 
2.65 
2.67 



1.33 
1.42 
1.42 
1.47 
1.40 
1.31 
1.22 
1.16 
1.15 
1.17 
1.17 



Note: Based on intermediate-cost assumptions. 

Source: Social Security Administration. 
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involving, and tole* attitude toward, contraception and 
abortion. On the hand, those who expect an increase 

in fertility in th< ,% Js and 1990s base their theory on the 
ob ervation that ov-r the lest several decades fertility has 
been closely associated with the relative size of the young 
adult age group. People born in the low fertility years of 
the 1930s had high fertility in the 1950s, while people born 
in high fertility years had low fertility in the 1970s. Of 
course, there are those who hold views between these two ex- 
tremes . Given the profound differences of prediction for 
future fertility, the uncertainty involved in the prediction 
of rising aged dependency ratios in future years must be 
recognized. 

Dependency ratios are affected by other considerations as well. 
Because dependency ratios are used for comparing dependent 
population to the working population, a dependent ratio would 
be misleading if the comparison is made by the population 
numbers in the relevant age groups (such as 65 and over and 
20 to 64) without reference to work status of persons in the 
respective categories. Some individuals in the 65 and over 
aud under-20 groups are active workers, while some persons in 
the 20 to 64 age category are either not in the labor force, 
unemployed, disabled, or retired. Moreover, the proportions 
of workers to non-workers in each of theso broad age groups 
are subject to change over time. Another factor that has 
the potential of affecting the dependent ratio is the level 
of net immigration, legal an llegal. 

In sum, the dependency ratios and costs in the future are 
affected by a number of demographic and economic factors; 
(1) productivity rates, since even slight increases in pro- 
ductivity and economic growth may well mt^n a smaller real 
burden on workers to support the aged in the future, (2) 
fertility rates, (3) mortality rates, (4) disability rates, 
(5) retirement ages, (6) female workers, (7) family structure 
changes, (8) unemployment rates, (9) ir'lation rates, and (10) 
immigration levels. Dependency ratios that are based solely 
on population sizes in selected age groups do not capture the 
effects on aging costs of developments in these factors. 
Moreover, the ability of the working population to bear the 
bi'rden is also affected by their preferences or willingness 
to be taxed, a willingness which has been dramatically veri- 
fied in various recent polls. 

G. OASDI Long-Range Costs 

According to official estimates based on the aforementioned 
intermediate-cost assumptions , the cost of the old age , 
survivors, and disability (OASDI) program is projected to be 
relatively constant at between 10 percent to 11 percent of 
taxable payroll (earnings subject to social security taxes) 
until about the year 2010. After that, it is projected to 
increase rapidly and to peak at about 17 percent of taxable 
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4. 



payroll in the year 2035. Over the 75-year evaluation period 
from 1980 to 2054, the system is estimated to result in a 
deficit of 1,58 percent of taxable payroll. Duriny the first 
50-year period, 1980 to 2029, the system is expected to be 
in approximate balance, with the surplus in the first 25 years 
offset by the deficit in the second 25 years. During the 
third 25-year period, 2030-2054, however, the expected deficit 
will amount to 4.57 percent of taxable payroll. Table 10 
gives l^ng-range costs. 



TABLE 10 



Estimated Expenditures Under OASDI System Under Alternative 
IT and Comparison with Scheduled Tax Rates , 1980-2054 
[As percent of taxable payroll] 



Period 

25-yc. rivorayes 
1930-2004 
2005-2029 
20 30-2054 

75-yr. average 
1980-2054 



Estimated Expend i tu res 



OAS I 



DI 



OASDI 



Scheduled 
OASDI (1) 
Tax rates 



Dif- 
ference 



9.56 


1. 27 


10.83 


11.85 


1.02 


11.92 


1.66 


13.58 


12.40 


-1. 18 


15.36 


1.62 


16.97 


12.40 


-4 .57 


12.28 


1.52 


13.80 


12. 22 


-1.58 



Note: (1) Combined employe r-employoo tax rates. 

Source: OCfice of tlv* Actuary, Social Security Administration. 

(Unpublished data. Computation dated December 11, 1980, 
based on mid-year budget review assumptions . ) 

Although improvement in mortality rates is also a factor, the 
long-range deficit is principally caused by the aging of the 
population due to the changing fertility rates during the last 
several decades. As discussed earlier, a good deal of un- 
certainty surrounds fertility projections. Furthermore, the 
effect of the aging population on the cost of social security 
will not be felt until some forty to fifty years from now. 

Akin to the concept of dependency ratios earlier discussed, the 
ratio of covered workers to beneficiaries is widely cited in- 
sofar as OASDI is concerned. It is commonly quoted that today 
there are 3.2 workers per OASDI beneficiary. According to 
official estimates based on the intermediate-cost projection, 
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this ratio of 3.2 is expected to decline continuously to reach 
2.0 in 2025 and thereafter, as shown in Table 11. 



There is a common misconception, however, that these ratios 
(3.2 in 1980 and 2.0 in 2025) apply to the aged portion of the 
beneficiary group. The misconception arises out of the fact 
that these ratios refer to all beneficiaries under OASDI . As 
also shown in the table, if only aged beneficiaries (all those 
age 62 oc over) are considered, then thoco are today :nore than 
4 active workers for each older recipient of cash benefits. 

This ratio is estimated to decline to 2.3 in the year 2030 
and thereafter. 

Furthermore, if only retired and disabled workers were in- 
cluded in the beneficiaries, the ratio in 1980 is 5.2. In 
other words, at present there ave more than 5 active workers 
for each retired and disabled worker. This ratio would reach 

TABL E 11 

Covered Workers Per OASDI Beneficiary and Per Aged 
Beneficiary, 1980-20 55 



Year 


Per CT.SDI 
Beneficiary 


Per Aged 
Beneficiary 


1930 


3.2 


4.3 


1990 


3.2 


4.0 


2000 


3.0 


3.8 


2010 


2.7 


i.5 


20 Lb 


2.5 


3.1 


2020 


2.2 


2.8 


2025 


2.0 


2.5 


2030 


1.9 


2.3 


2040 


1.9 


2.3 


2055 


2.0 


2.3 



Source: (1) Unpublished data e r om Of e ice of. the Actuary, 
Social Security Administration. 
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2.5 in 2025 and later, based on the intermediate-cost esti- 
mate . 

In sum*, the preceding pointed out 3 different ratios: (1) 
covered workers per beneficiary {all recipients of social 
security cash benefits), (2) covered workers per aged bene- 
ficiary (defined to include all cash-benefit recipients age 
62 and oldec), and (3) covered workers per beneficiary as 
retired or disabled worker. Regardless of which ratio is 
under discussion, one must remember that these are projec- 
tions. There ace so ne who argue that official estimates based 
on the intermediate cost assumptions are too pessimistic or 
optimistic. The Committee believes that productivity in- 
creases are likely to make dire predictions by some concern- 
ing the future burden of supporting the elderly unsound. 

One finU issue of interest is that of annual net immigration. 
The oft ial estimates of social security costs assume a net 
immigration of 400,000 persons a year. This is low compared 
to recent trends, and the true picture could lead to a far lower 
deficit. Because the level of net immigration will affect 
OASDI costs, the Office of the Actuary of the Social Security 
Administration has estimated the reduction in the actual de- 
ficits of the system under different levels of net immigra- 
tion. The two higher levels of net immigration are 300,000 
and 1,200,000, double and triple, respectively, the level of 
400,000 persons assumed in the basic assumptions. 

According to the latest ^unpublished estimates by the Office 
of the Actuary, Social Security Administration, the 75-year 
( 10U0-2054 ) deficit under the intermediate-cost estimates 
would \>j 1.58 percent of taxable payroll, under the assump- 
tion of annual net immigration of 400,000 persons. The 75- 
year deficit would be reduced to 1.04 percent and 0.58 per- 
cent of taxable payroll, with 800,000 and 1.2 million annual 
net immigration, respectively. 



VI. PVUuli: POLICIES TO ENCOURAGE ADEQUATE RETIREMENT INCOME 

The G rave .Inadequacy of ^Retirement ^Income 

1 • Many _Belqw_Pove r t y_L in e 

The Committee recognizes that some economic improvements 
for the aged have been made in the last decade. However, 
much remains to be done. We regard the "poverty" line as 
an inappropriately low measure of well-being, yet substan- 
tial numbers of elderly persons, especially widows over 
age 75, receive income below the poverty line. Even with 
this appallingly inadequate measure — $3,479 for a single 
person and $4,390 for a couple in 1979 — more than 15% 
aged 65 or over were in poverty. Some groups fared es- 
pecially badly; almost three out of every 10 unmarried 



and widowed women over 65 lived below the poverty line. 

2 . Many Below Near-P ove rty Measure 

In an effort to alleviate the harshness of the poverty 
line, a H near-poverty H measure — 125% of the "poverty" 
measure — is sometimes used, and, as previously noted, the 
Committee believes that this is an appropriate measure. 
Applying that yardstick to 1979 data, just about 1/4 of the 
elderly — 24.5% — fall below the near-poverty line — for a 
total of 5.9 million persons over 55. 

3 . Many .Below J3LS _ Inter me d i at e Budget 

Long labor should earn a retirement standard of living 
that provides necessities and some amenities. A quite 
modest measure for such a standard is the BLS "Interme- 
diate Budget" — $4,315 for single persons and $7,846 for 
couples in 1978. As pointed out above, the income of 
more than one third of couples (38%) fell below that still 
Spartan measure . If the single person 1 s budget were set 
at 75% of the couple's budget, a realistic figure in our 
estimation, ^ome 67% of single persons 1 income fell below 
the Intermediate Budget level. 

B . Be nefits 

1 • Gener al Principles 

Of all major programs, social security provides the most 
dependable retirement income. It constitutes the largest 
single source of benefits with no close competitor, public 
or private. For retirees who had low paid jobs, it nor- 
mally provides all or almost all retirement income. For 
the bulk of the retired population it provides a major 
source of income . Because social security benef its are 
indexed to the cost of living, they provide an even larger 
portion of individual's retirement income the longer one 
is in retirement. 

The Committee believes that these are the proper roles for 
social security. For the future, these roles should be 
sustained. Given the uncertainties and unequal impact of 
other retirement systems, public and private, and the 
efficiency, fairness and low administrative costs of social 
security, we believe that the role of social security 
should not be diminished. Rather it should be strength- 
ened. Savings, private pensions and like governmental 
programs should continue to play their current roles, now 
usually as a supplement to social security. We believe 
that for most retirees improvement of social security be- 
nefits provides the fairest, most dependable and least 
costly way to make progress toward the retirement income 
goals stated — preservation of pre-retirement living stan- 
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dards. It should continue to provide all or most of the re- 
tirement income for those in lower income groups and a ma- 
jor segment of retirement income foe higher income groups. 

Benefit F ormula 

a . Earni ngs _r el a ted/ we i <jh t e d 

Those with low earnings normally need a high rate of 
income replacement in retirement because all or almost 
all of their income is needed to obtain necessities 
like shelter and food. As income increases, a pro- 
gressively smaller portion goes for essentials. Thus, 
social security 1 s historic weighting of benefits to 
replace a larger portion of low former earnings 
constitutes sound public policy that should be contin- 
ued. Weighting offsets to a degree social securit-'s 
historic equal tax rates Eor all income levels, 
which departs from the principle of progressive taxa- 
tion. This is one of the many harmonizations of 
competing principles that makes social security fair 
and so widely accepted. 

All income levels should participate in improvements 
in benefits. The earnings-related basis Eor benefits 
assures that higher earnings produce higher benefits, 
in keeping with our economy 1 s system of incentives 
and rewards for effort and productivity (as reflected 
in higher pay). We strongly endorse the proposition 
that retired upper income earners should get "their 
money's worth" in social security protection and bone- 
fits. 

b. Repla cement rate 

Closely related to the weighted formula is the question 
of replacement rates — that is, benefits measured a- 
gainst pre-retirement earnings. Social security by 
itself should pay benefits to those regularly earning 
low pay sufficient to provide necessities. Beyond that 
point, lower rates of earned income replacement may 
be justified by (1) the need to spread available 
resources and (2) possibly reduced expenditures re- 
sulting from age and refci cement, such as lower tax 
rates and perhaps lessened work-related expenses. 
The tax exemption of social security benefits make 
them as valuable as higher earned cash income . How- 
ever, the higher up the income scale one is, the 
greater the likelihood of receiving income from some 
other supplementary source. 

Some analysts assume savings of work-related expenses 
such as transportation, food and special clothing . 
However , these "savings" may be less than assumed . 
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For example , most blue collar workers and many whice 
collar workers take modest meals to work. They eat 
no more simply at home. With high energy costs, the 
increased amount of home heating for retirees, who 
stay home for longer periods than before retirement, 
may equal and will likely exceed savings on transpor- 
tation expenses. Replacement rates measure only for- 
mer cash pay. However, valuable fringe benefits, 
such as paid health insurance, average about 20%. 
While Medicare affects about an equal amount of pro- 
tection for the retiree, it does not do so for other 
family members below age 6 5. 

Moreover, with larger amounts of le? sure time, the 
retired should have sufficient funds to use that 
time pleasurably in such activities as entertaining 
and visiting family and friends and away-f rom-home 
recreation. Retirement should not mean, as it now 
generally does , economic demotion and progressively 
more scrimping. A lifetime of useful work should 
earn a comfortable and enjoyable retirement free 
from financial worries. 

Credits adjusted for wage levels 

Earnings credited many years before retirement were 
low due to earnings limitations and intervening in- 
flation. To offset these factors and to enable re- 
tirees to keep pace with improved living standards, 
credited earnings are adjusted in accordance with 
changing age levels. The Committee believes that the 
contributions all working people make to the advance- 
ment of the economy entitles them to participate in 
such improvements. Despite the recent drop in real 
wages, productivity improvements should once again 
lead to improved standards of real wages. Those going 
into retirement should receive adjustments to their 
credited earnings to reflect such changes. 

In this connection, we note that the benefits of aged 
widows and widowers are based on earnings which are 
adjusted by average wage increases up to the time of 
the worker's death and by prices thereafter. Where 
the survivor was young when the worker died, this 
can work a hardship, since he or she loses the bene- 
fit of real wage gains to the time of eligibility 
for benefits. We therefore advocate that benefits 
be based on earnings adjusted by wages up to the time 
of eligibility for survivor benefits and by prices 
thereafter. This is the system used for retirement 
benefits for workers. 

Benefit formula adjusted for wage levels 
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The current benefit formula under which bene f its for 
new retirees are adjusted annually to reflect changing 
wage levels provides for benefits at retirement which 
reflect productivity in the economy during the worker's 
career. It has been suggested that the benefit formu- 
la should be adjusted by price increases rather than 
wage increases. The Committee rejects this approach. 
Over the long run this change would produce average 
replacement rates which would decline from the present 
level of 42 to 43 percent to about 20 to 25 percent. 
In addition, the advertised long-range savings under 
this approach would be illusory since, as the living 
standards for future retirees would decline , Congress 
would be forced to increase benefits from time to time. 

Increa sing the Loncj Term Minimum Benefit/More Drop Out 
Years 

Existing law provides a minimum benefit that replaces 
almost all former earnings that were low. It also pro- 
vides a higher benefit for those with very long (30 years 
or so) earnings records, but with low average credited 
earnings . 

a. High er loncj service minimum benefits 

Improving the r egular unimum benefits would help 
offset the baleful effects of past discrimination 
and recurrent unemployment . However, such a change 
also redounds to the benefit of those with relatively 
short covered work histories who may have their 
primary retirement income provided by some system 
other than social security. In contrast, the long 
serv ice minimum primarily serves those who worked 
regularly under social security for many years, but 
at low earnings. The purpose of almost full replace- 
ment fits this group and we recommend decided improve- 
ment in the long service min imum, both by increasing 
tuo amount of the benefit and by decreasing the amount 
of work required to get that benefit. Women and mi- 
norities who work regularly but typically have low 
earnings would be especially helped by this change. 

b . More drqg out y ears 

Because social security benefits vary according to 
the av erage credited lifetime earnings, pro vis ions 
to ignore (drop out) periods of low or no earnings 
improves benefits. Present law provides for "drop- 
ping out" five such years in computing retirement 
benefits . Increasing the number of years that could 
be dropped out would tend to improve benefits foe 
those with periods of earnings interspersed with sub- 
stantial periods of unemployment, thereby aiding many 
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women and other groups that have suffered discrimina- 
tion resulting in higher than usual uno nploy.nent. 
But this device also would benefit many with" formerly 
high earnings, and another primary source of retire- 
ment income, pegging their benefits to the ir best 
earning years. 

«JotIi improvements in the long term minimum (say for 
15 or more years of credited service) and more dron 
out years would help improve the retirement income of 
groups whose employment patterns suffer from low 
earnings, frequent unemployment, and non-paid work 
due to family duties. 

4 . Cost-o f-Liv i nq Ad jus t me n t s ( COLA) 

The greatest enemy of a fixed income is inflation. Off- 
setting its ravages constitutes the top challenge and 
priority for retirement income policy. Social security 
has been the mainstay of retirement income's defense 
against inflation. In contrast, inflation has eroded the 
value of private pension benefits and pensions for those 
retired from non-federal government employment. 

a . Socia l secur i ty_ COLA 

Pi -visions to adjust social security benefits to 
changes in the cost of living should be maintained. 
Some critize present arrangements based on the Con- 
sular Price Index (CPI) on £ne ground that the mort- 
gage interest component distorts the CPI because in 
actuality that cost affects such a small portion of 
the population. We caution against changes in the 
composition of the CPI without adequate consideration 
and analysis to assure that they represent improve- 
ments in the accuracy of the measure nent . 

We emphatically reject the proposal that retirees 
should have their benefits reflect changes in wages 
or prices, whichever is lower. We note the soecial 
urgency of. maintaining full COL adjustments for social 
security in view of the fact that social security re- 
places only a portion of pre-retirement income. The 
ability of social security beneficiaries to offset 
the impact of inflation by their own efforts is 
severely limited. m periods of high inflation, 
public policy has been to take measures that, as a 
by product, adversely aCfect employment, especially 
among the disabled, elderly, minorities and" women. 

Thus protection against inflation is especially cri- 
tical because such periods adversely affect the al- 
ready limited supplementary work opportunities of 
the elderly. 
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We believe that if it comes to it, the American 
people would support a retirement income program 
that protects against an old age of hardship even 
at the cost of sone small reduction of spendable 
income during working years, 

b. Private pensions; state and local government pr ograms 

( 1 ) Full indexing rate 

Virtually no such programs fully index benefits to 
the cost of living. In private plans, indexing is 
virtually unknown; in non-federal public emplo- 
yee plans, few index fully. Survivor benefits 
often receive less favorable COLA treatment than 
retiree benefits under state and local government 
systems . 

From time to time benefits under some private and 
governmental plan benefits are adjusted to offset 
in part past drops in value caused by inflation. 
But lack of assured adjustment constitutes a major 
drawback of such programs. While we urge automa- 
tic COLA for all retirement income programs, we 
recognize that no feasible methol has been devised 
to finance indexing of private plans and that cur- 
rent funding problems of many state and local 
governments make it unrealistic to expect sub- 
stantial improvements in this vital aspect. This 
leads to the conclusion that preservation of full 
COLA under social security is therefore doubly 
important . 

( 2 ) Bar g a i n i ng for post- re t i re men t imp rove me n t s 

The Supreme Court's Pittsburgh Plato Glass deci- 
sion held that employers need not bargain about 
benefits for those already retired in discharg- 
ing their bargaining obligations under the Na- 
tional Labor Relations Act . We recommend that 
this unduly narrow and formalistic interpretation 
be changed by statute. 

An U rgent Need — Additional Cash Income for the Older 
Elderly ~ " " ------------------- 

As longevity increases, more people spend longer periods in 
retirement. While many elderly remain vigorous, substan- 
tial numbers experience declining physical capacity. As a 
result , work opportunities and income shrink. Simulta- 
neously, the ability to do things for one's self also may 
decline. Most of us take for granted our ability to do 
such common tasks as marketing, cutting the lawn, raking 
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and oaggmg loaves, repainting a room, cleaning a clogged 
dram, clearing out gutters in the Fall, grappling v/ith a 
jar lid and winning, replacing a hard-to-reach fuse, 
hauling in logs for a fire, hauling out the cinders, and 
canning vegetables and fruits. For many older folks, 
the tine comes when they can do fewer and fewer of these 
things for themselves but are otherwise capable of living 
independently and want to continue to do so. So they 
must purchase services and goods they formerly orovided 
to themselves or go without. In sum, income declines 
just as the need for cash income increases. The need 
may be exacerbated by living in an older home requiring 
more and more maintenance and repair. 

For many, institutionalization is an unwelcome, and some- 
times fatal, alternative. For the economy, institutiona- 
lization is a very expensive substitute for independent 
living . 

People age at different rates, so that the need to obtain 
a substitute for earned income occurs at different ages 
for different people. Until research provides a precise 
dividing line, we urgently recommend augmenting social 
security cash benefits beginning at age 75 in recognition 
of the increased need with age of substituting purchased 
goods and services for those formerly provided by one's 
own efforts. 

The urgency of such an improvement can readily be seen by 
reviewing the data on elderly single persons, mostly women, 
hiving alone means they enjoy none of the savings and help 
that a spouse so often provides, and are, in general, the 
worst off. Advanced age also tends to be associated with 
higher medical arid drug expenses. Rasing the financial 
predicament of the very aged should have the topmost pri- 
ority anong all efforts to improve retirenent income. 's.> 
ci.il security can do that job best. 

s .£1 c A a A .Problems of Minorities and Women 

Employment discrimination has contributed to the frequent- 
ly irregular employment of minorities and women. They of- 
t.'u have been relegated to low pay, and seasonal and other- 
wise undependable employment. in addition, many women 
syenJ substantial periods outside the labor market perfor- 
ming the valuable (but unpaid) role of homemakor and mo- 
th"'-. Divorced women often have spent long periods outside 
the active labor force. These patterns have produced lower 
ave rage credited earnings. 

There is some evidence that these patterns are gradually 
changing. But minorities and women remain especially 
vulnerable to job loss in periods of recession, which in 
recent years have occurred so frequently. 



Improved long service benefits and adding to the number 
of permissible drop out years (discussed in 3 above) 
would be especial ly useful to members of these groups . 

They encounter other difficulties as well. 

a * Equ al Treatment for Women 

( 1 ) Soc ial jsecuri t^ 

Vastly increased work for pay by women and the 
greatly increased rate of divorce require changes 
in the social security law . The law should be 
changed to assure women protection commensurate 
with their work and their contribution to the 
f amily 1 s economic productivity during marriage , 
whether work was in the home or in outside 
employment. The Committee believes that mar- 
riage is an economic partnership and joins with 
other groups in finding that the most promising 
approach is to treat the married couple as a 
unit that shares all creditable earnings during 
marriage . 

The idea of marriage as an economic partnership 
is easier to enunciate than to effectuate. We 
believe that its implementation should be pursued 
vigorously although precise arrangements require 
more considered discussion. 

Technical problems must be solved. For example, 
the reasonable proposition that housekeeping and 
child rearing functions be accorded social secu- 
rity credit raises the issue of how much credit, 
especially because many persons have pursued such 
activities in varying combinations with work Cor 
pay. 

The sound proposition that married couples with e- 
qual income, whether earned by husband, wi f e or 
both, should obtain equal social security bene- 
fits also is difficult to achieve. And the device 
of crediting a divorced person with one half the 
credited earnings during the period of carriage 
would reduce benef its for the higher-earning 
spouse if deducted from his/her credits, thereby 
producing a lower bone Oil: than a person now simi- 
larly situated would enjoy. On the other hand, 
not reducing such benefits would require substan- 
tially larger total benefit expenditures and would 
give a financial advantage to those who divorce. 

We urge earnest attention to these problems in the 
interest of rapidly implementing new benefit pat- 



terns adequate to new earnings patterns and social 
arrangements, without, however, penalizing older 
groups not yet retired whose patterns of work and 
family follow those for which the law was ori- 
ginally designed. 

( 2) Other Retirement Income Pr ograms 

( a ) Priv ate^ pens ; ions 

A far smaller proportion of women than men 
participate, or have the opportunity to par- 
ticipate , in private employment-based pen- 
sion plans, which tend to cover better paying 
jobs. A high proportion of women also find 
employment in part-time or part-year work 
making it more difficult for them to qualify 
for pension credits oven in covered job??. 
As a result, a far smaller proportion of re- 
tired women, as compared with men, enjoy 
pension benefits in retirement. It is ques- 
tionable that the vesting requirements of 
ERISA (Employee's Retirement Income Securi- 
ty Act), have substantially improved women's 
chances to obtain as much pension return for 
their work as men do, although as more women 
spend extended periods in the work force, 
this picture may change. 

( b ) Gover nmental retirement income programs 

Vesting provisions range from stringent (15 
or 20 years of service) to liberal (5 years 
of credited service) for governnent retire- 
ment programs. However, the not unusual 
pattern of breaks in working service for 
child rearing make it difficult for women to 
qualify for benefits. Moreover, it is far 
more common for public employee plans to be 
contributory. Upon separation from employ- 
ment, the employee often is offered the re- 
turn of his/her contributions. Withdrawal 
results in the cancellation of all pension 
credits. This means that the employer con- 
tributions go disproportionately to benefit 
the longer service employees who stay on the 
job until retirement. This is a common 
occurrence in public teacher retirement pro- 
grams, in which a large percentage of parti- 
cipants are women. 

Survivor benefits 



A family that suffers the death of a member should not 
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have its emotional misfortune compounded by financial 
disaster as well. Most Americans depend upon currently 
earned income, their own and, quite often, that of 
other family members, particularly a spouse or a pa- 
rent. Loss of such income upon the death of an earner 
constitutes one of the major hazards of modern economic 
life. Equally, when a person dies after retirement , 
the loss of that retirement income requires adequate 
replacement if economic deprivation is to be avoided 
by the survivor. 

(1 ) Social Security 

Since 1940, social security has been far more than 
a retirement program. Social security provides 
protection against loss of income from all of the 
major hazards of an industrial i zed economy in 
which we all rely on current cash income. Thus, 
upon the death of an earner, social security pays 
benefits to his/her young spouse and children, or 
aged spouse, and , possibly, dependent parents . 
Upon disablement, the disabled person is assured a 
portion of his/ her former income, supplemented by 
benefits to spouse and children. Benefits to de- 
pendents of retired and disabled workers equal 50 
percent of the workers full benefits and in death 
cases, the young widow, with children gets a 75 
percent amount, as does each child, subject to an 
overall limit to a given family. Upon retirement, 
the retiree receives benefits based on his/her 
earnings record, supplemented by the 50% spouse 1 s 
benefit. (The spouse gets the larger of that 
benefit or a full benefit based upon his/her 
own earnings record.) Upon death after retire- 
ment the survivor may choose between 100% of the 
deceased's benefit or his/her own. Full retire- 
ment benefits for workers and their spouses are 
available at age 65, with reduced amounts avail- 
able at age 62 (age 60 for a surviving bpouse) . 
Benefits to divorced spouses may be available 
where the marriage lasted at least xO years . 

The amount of the survivor benefit recognizes 
that when one person in a couple dies, common ex- 
penses are not halved; some, like rent, may remain 
the same. It provides the spouse and children of 
wage earner with protection against serious fi- 
nancial deprivation. It enables children who 
have lost a parent to pursue their education with- 
out undue pressure to quit school so as to con- 
tribute to support of the remaining parent and 
other children. The social security student be- 
nefit supplies a partial substitute for lost fa- 
mily income and valuable parental services and 
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relieves the pressure upon young people to go 
to work to provide tM lost support. It also re- 
lieves some of the pressure for the surviving pa- 
rent to begin or increase outside work when often 
his/her time and efforts are needed more than ever 
at home. 

Protection of the family at all stages of devel- 
opment has been and should remain social secu- 
rity's role. Elimination of any major protec- 
tion it already affords can only undermine sup- 
port, particularly by younger workers, for the 
overall program. The social security system is 
a compact between citizens and government and 
among citizens of all generations and must be 
honored, in return, for current contributions 
that pay the benefits of retirees, the disabled, 
and surviving widows and children, the currently 
employed can expect that when they become eligible 
for survivor, disability, or retirement benefits, 
the system will honor its promises. 

Private and public agency pensions 

Retirement income systems other than social se- 
curity do not, as a rule, provide assured sur- 
vivor benefits. Most such programs do not pro- 
vide any benefits for spouses and children of 
plan participants who die before retirement age 
other than a comparatively small death benefit 
(usually provided under a life insurance policy) 
of one or two years 1 earnings. 

ERISA does require that private plans that permit 
early retirement offer the participant the op- 
tion of an early survivor annuity providing 
at least half what the participant would receive 
as a annuity. 

Plans other tnan social security do not assure 
survivor benefits to spouses, children or pa- 
rents of participants who live to retirement 
age. Again, ERISA requires that retirees be 
given the opportunity to decline a joint and 
survivor option; not to reject it results in 
actuarially lower benefits to the participant. 

Data do not exist showing the rate of election 
of survivor benefits. As most public and private 
plans offer quite modest retiree benefits, the 
actuarial reduction must discourage many . No- 
thing in the law or plans requires participation 
by the spouse in this crucial decision. 



Lack of assured survivor benefits to spouses, 
children and parents that characterize private 
and public pla.is other than social security con- 
stitute a major deficiency that threatens future 
financial deprivation, especially to the long- 
lived, principally elderly widows. 

We urge that all retirement income plans provide 
joint and survivor benefits in the event of the 
participant 1 s death either before or after re- 
tirement. They should offer such benefits and 
any declination should require agreement by both 
spouses, at least when they are not estranged. 
Social security's assured survivor benefits con- 
stitute a major advantage of that program as com- 
pared «*ith all others. 

Treatment of Racial and Ethnic Groups 

( 1) Social Security 

As noted, many members of minority groups en- 
counter employment problems that produce lower 
than average social security incomes. In addi- 
tion, the less favorable longevity patterns of 
some racial groups mean lower than average periods 
of retirement benefits offset to some consider- 
able degree (in dollar terms) by the benefit 
formula weighted in favor of the lower paid and 
a higher incidence of survivor benefits. Some 
have suggested higher retirement benefits to 
equalize total benefits of, for example, white 
and minority retirees. The Committee believes 
that it is the essence of discrimination to attri- 
bute group characteristics to members of a racial, 
ethnic, national or sex group. Therefore , we 
endorse the position of the 1979 Advisory Council 
opposing special arrangements based solely on 
race, sex, and the 1 ike . However, formulation 
of policy for social security, as for other 
governmental programs, should be sensitive to, 
and take account of, problems suffered more often 
by minority groups and women. We note that 
raising the age for full and reduced retirement 
benefits would result in greater deprivations to 
groups, usually characterized by low income, with 
generally earlier incidence of death. 

(2) Other retirement income programs 

As with women, minority group members participate 
less, and have less opportunity to participate, 
in private pension plans. Not unexpectedly, 
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minority group retirees do not often receive pri- 
vate pension benefits, in the absence of radical 
improvements in such plans — which are not to be 
expected — minority groups will continue to rely 
primarily upon social security. 

7. Rights of Divorced Persons 

Divorce poses severe financial problems, when an econo- 
mic unit divides, both former partners experience increased 
expenses and, usually, lowered income. Women with children 
encounter special difficulties. They often have been out 
of the labor market or employed less than full time while 
children are younger. Thus, credited earnings records and 
opportunities to qualify for retirement plan credits are 
adversely affected. Social security provides spouse and 
survivor benefits only if the couple had been married for 
ten years. (Thus, a 9 year marriage could produce 9 years 
without credited earnings but the opportunity to drop out 
only 5 of them in computing creditable earnings and thus 
using up all drop out capability). 

Only a few community property states regard pension rights 
accrued during marriage as jointly acquired property. Thus 
the present law creates serious hardship for the less fi- 
nancially fortunate partner. Given the growing incidence 
of divorce, this must be regarded as a major and serious 
problem. Fairness and the avoidance of hardship argue for 
providing that years of marriage will yield credits toward 
both social security and other retirement income programs. 
As noted above, the Committee endorses the partnership 
concept of marriage so that total earnings credited to the 
couple should be shared by them if they continue married 
or are divorced (half going to each). Given the fact ♦•hat 
a smaller proportion of women than men participate in pri- 
vate pension plans and that their employment patterns give 
them a lesser chance, on the average, to qualify for bene- 
fits, greater assurance of participating in their spouse's 
plan becomes that much more urgent. Thus the partnership 
concept should be applied to all retirement income pro- 
grams. That said, it must be recognized that a pension 
right based upon years long preceding retirement will 
tend to produce a negligible benefit pegged as they us- 
ually are to the benefit level of that time without pro- 
vision for adjusting to wage increases (as is done in the 
case of social security) before retirement occurs. 

The Role of Employment income 

For those with earning capacity, public policy should promote 
opportunity to work gainfully. But capacities differ and tend 
to decline with age. Hence, public policy should stress ages 
for retirement at which significant numbers encounter dif ficul- 



ties ot declining physical capacity and obsolescent training 
and skills. 

Older Americans, lii.3 all others, would be best served by a 
full employment economy which demands their services. Demo- 
graphic trends and the increase in average age should expand 
employment opportunities for older persons. 

1 . Improving Job Opportunities for Older Persons by Redesign- 
ing Job.? 

The economy and individuals can maximize their return on 
investments in education and training and avoid the waste 
of valuable experience by redesigning jobs to meet peoples 1 
changing capacities. This means both changing job content 
and also expanding part-time and part-year opportunities. 
We ought especially to seek to match unmet needs with the 
otherwise unused capabilities of older people. 

2 . Improving Training/Retraining Opportunities 

Enhanced employment income , longer working life , and in- 
creased work opportunities all depend upon expanded train- 
ing and retraining opportunities both before and after re- 
tirement. Higher skills would improve pre-retirement 
benefits. A better trained work force of all ages would 
strengthen the economy and its ability to meet retirement 
income needs. 



3 . Providing Incentives to Work 



a . Private pensions 



Most private plans require total retirement to reap 
benefits thereby inducing some to retire. ModiZyinq 
plans to permit partial retirement with somewhat pro- 
portionate plan benefits would f acil I. tato part-time 
work and the continued use of accumulated skills and 
experience. The device would slow the drawing down of 
pension reserves, thereby increasing the amounts a- 
vailable for continued investment and earnings. In 
turn, this would enable improved pension benefits and 
decreased contributions and reduce the rate of payout 
by social security. 

b. Social Security 

( 1 ) Tax incentive to work 



But if the above are regarded as insufficient, we 
recommend encouraging continued employment by pro- 
viding an income tax exemption for all earnings up 
to the amount that otherwise would be received as 
a social security benefit. That is, for all dol- 
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lars lost under the earnings test, a variable 
credit on taxes would be allowed, which would 
increase with age, along the lines of the recom- 
mendation by the National Commission on Social 
Security. This device might reduce draw down 
of social security benefits. While the immediate 
cost would be borne by the income tax system, 
to the extent that people qualifying would not 
otherwise earn income, it would experience no 
loss. To the extent that the device stimulates 
earnings above the social security benefit level, 
general revenues would increase. 

( 2 ) The retirement te st 

We reaffirm the principle that the social security 
program primarily protects those who cease work, 
their dependents and survivors. Social Security 
must continue to place top priority on providing 
an income substitute for those cut off from earned 
income by retirement, disability, or the death of 
a provider. While earned income constitutes a 
desirable supplement, those whc can earn substan- 
tial amounts least need social security benefits. 
While those who cannot work (the great bulk of the 
retired) fall short of the nation's retirement 
income goals, improving benefits should take 
priority over further easing of the retirement 
test. Elimination ©r yet further liberalization 
of the retirement test would cost social security 
billions that it cannot afford with most benefits 
flowing to those already best off, many of whom 
would work in any event. 

At age 65, the retirement (earnings) test in 
existing law permits $5500 this year ($6,000 
in 1982) in earnings before loss of any benefits. 
For every $2 earned above that amount, benefi- 
ciaries lose only $1 in benefits. Current law 
provides that such permissible earnings limit 
will increase with wage levels. In 1982 exemp- 
tion from the earnings limit will drop from age 
72 to age 70. We believe that these arrangements 
provide leeway for those with the physical and 
skill capacities to earn above those levels. 
Social security's resources must be husbanded 
for those not so fortunate who must retire because 
of age or disablement or who die and their depen- 
dents and survivors. Remedying the low benefit 
levels for the very elderly, who usually cannot 
supplement their benefits by work, merits the 
greatest priority. 
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Because social security is designed to provide 
a substitute for lost earnings, present treat- 
ment of investment income should not be changed. 

(3) Increase delayed retirement credit 

However, to provide additional incentive to those 
who can work, the delayed retirement credit — the 
benefit increase provided to those who delay re- 
tirement beyond age 65 — should be increased be- 
yond the level of 3 percent per year. 

4. Wage and Salary Levels 

The wholesome principle of equal pay for equal work should 
apply to social security beneficiaries . Lower wage and 
salary levels would threaten exploitation of the needy 
elderly, lead to increased dependency, and pit the elderly 
unfairly against younger earners and job seekers. Coop- 
eration among all generations in their common interests 
for adequate income at all stages of the working/retirement 
cycle should be fostered. 

Retirement Age 

The burdens and rewards of work vary as much as do physical and 
mental capacities and skills. The age at which full benefits 
are available should be set at that level which meets the 
needs of the bulk of retirees without the imposition of a 
means test or any other device that dispirits or humiliates 
people who have long contributed to the retirement system and 
thereby earned their retirement rights. Long time workers 
should be able to choose retirement when their work becomes 
unduly burdensome, which is a matter for personal choice rather 
than meet the tests imposed either by government or private 
institutions . Freedom of choice, however, must be balanced 
against the financial capability of retirement systems. That 
boils down to the willingness of the bulk of the populace to 
fund the costs of the retirement age chosen. 

Present law provides great flexibility for retirement accord- 
ing to the needs of differing groups — the disabled, those in 
ill health or unemployed between age 62 and 65, and those 
capable of doing substantial work past 65; only after very 
substantial earnings are their benefits reduced. At age 7 2 
(age 70 next year), no such reductions take place. At pre- 
sent, the law sets the age at which full, unreduced benefits 
become payable by virtue of age alone, subject only to the 
retirement test, at 65. Most workers also earn the right to 
retire earlier at age 62 (or any other time between attaining 
age 62 and 65) with actuarially reduced benefits. The great 
majority of both men and women elect to start receipt of re- 
tirement benefits prior to age 65. Surveys indicate that 
most attribute that action to ill health or unemployment. 
That is, the action is more usually forced than voluntary. 
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We recommend retention of the present arrangements, which 
already provide considerable adaptability to varying needs, 
especially when supplemented by the recommendations to faci- 
litate working beyond age 65. These arrangements maximize 
choice, minimize financial coercion, and stress inducements. 
To raise to 68 the age at which full benefits are payable, 
and to 65 the age for reduced benefits, would cut benefits 
for those below 68 and strand those under 65 without an 
income support program. We strongly favor inducements to 
which people respond if they are able rather than higher 
ages which impose requirements which many, apparently the 
majority of retirees, cannot meet. We strongly oppose sub- 
jecting retirement prior to age 65 to a means test or a 
test of physical or mental capacity, two possible means of 
filling the program gap between ages 62 and 65, and it is by 
no means clear that the gap would be filled at all. 

We conclude that changes in the normal and early retirement 
ages should be considered only if and when more persuasive 
proof exists of both their need and beneficient results and 
that serious additional hardship would not result. 

Assuring Financial Soundness 

Since the inception of the program, Congress has sought to 
provide assurances of adequate funding for social security. 
The Social Security Administration has constantly monitored 
the adequacy of funding for both the short and long term. 
This admirable caution has led to estimates of possible 
future developments that cause understandable concern. We 
agree that adequate funding must continue to be assured. 
However, we believe that the difficulties that lie ahead may 
have been exaggerated. The short term funding problems of 
social security are readily manageable. The long term hazards 
may very well not come to pass because the assumptions on 
which they are based, for example, low estimates of economic 
productivity and labor force participation by older people 
in the future, may be unduly pessimistic. Even modest rates 
of productivity increase would assure ease of funding without 
reduction in living standards for those employed and subject 
to tax. 

Moreover, the cardinal importance of a sound social security 
system for all age groups should translate into wide and deep 
support for rates of funding that will enable the system to 
make good on its promises. While a sound social security sys- 
tem will not be cheap, its efficacy and balanced approach make 
it worth what it costs. 

1. The Role of the Trust Fund 

We reendorse the principle of operating the Trust Fund on 
essentially a pay-as-you-go basis for the long term 
(although systems lacking the resources of the Federal 
government cannot safely use such a device.) 



However, a modest reserve is desirable to assure ability 
to bridge variations in tax collections such as Lhose 
attending recent recessions that have so reduced social 
security income as to cause some concern over the short- 
run ability of the program to meet its obligations. We 
endorse the recommendations of other groups to build the 
reserve to approximately 60% of a full year's benefits, 
thereby providing reserves to the fund sufficient to meet 
dips in revenue and thus forestall anxiety. 

So-called full funding is both unnecessary and undesirable. 
The taxing power of the Federal government and the demon- 
strated desires of the electorate assure both the long 
term and short run adequacy of funding sufficient to meet 
program obligations. 

Assuring Short Term Financing 

Current short term financing problems of social security 
result from two back- to- back recessions each involving 
both high unemployment and high inflation, adversely 
a f feet ing social security funding beyond reasonable pro- 
jections. The reserve fund performed its function, pro- 
viding time for Congress to respond with some corrective 
action. It did so. [lore should be done to reassure all 
concerned that the system remains able to honor its 
commitments . 

Short term funding needs can be met without drastic 
action. Two of the three social security trust funds 
are not in any difficulty. The financing of the third 
(oldage and survivors' insurance - OASI) does require 
some adjustment; but that can be done. Action taken by 
Congress in late 1980 to reallocate some of the disability 
insurance (DI) tax to OASI should see the latter safely 
through 1981. The proposal to permit borrowing among the 
three social security trust funds might very well suffice 
until 1985, but only if the economy rallies. With less 
favorable economic condit ions , some further trust fund 
income supplementation may be required. The Committee 
recommends a partial general revenue supplement on a 
counter-cyclical basis , to be paid when the level of 
unemployment exceeds specified limits. 

The Committee does not favor increasing or accelerating 
the payroll tax beyond what the law currently provides . 
We favor the overall social security payroll tax rate of 
6.65% of taxable/creditable pay and supporting Part A of 
the Medicare program half by the payroll tax and half by 
general revenues. This would enable the cash benefit 
programs to obtain the port ion now going to fled i care 
that would be assumed by general revenues. 
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Such a change does not impair the sound principle that 
social security be financed for the most part with the 
payroll tax, thereby making all concerned (Congress, 
taxpayers and beneficiaries) aware of the intimate link 
between costs and benefits with the attendant responsibi- 
lity that such awareness produces. 

Seventy percent of the funds for Part B, non-hospital 
care, already comes from general revenues in recognition 
of the sound social policy that we should enable those 
who have worked a lifetime to secure adequate medical 
care without becoming impoverished in the process, 

A partial general revenue contribution to Medicare Part A 
would be a modest and a proper way to meet the fiscal 
needs of the overall social security program. This ap- 
proach has strong support from groups that show deep con- 
cern and support for social security. 

The proposed change would not only meet anticipated needs 
for the cash programs but also would build reserves when, 
starting in 1995, the proportion of persons in retirement 
status will stabilize for about a decade. Moreover, the 
proposal would enable the social security system to meet 
its obligation well into the next century without any 
further increase in payroll tax rates above present rates. 

3. Assuring Long Range Funding 

Great concern exists over the future ability of social 
security to meet its commitments, especially to those now 
in their 20's, 30's, and 40's. We believe that, while it 
is prudent to consider future developments, some analysts 
have mistaken projections for reality and predicted a cri- 
sis. The Committee questions the analysis and doomsday 
predictions for the following reasons: 

o From 1960 to 1970 the economy already experienced 
a total dependency ratio worse than projected (see 
Table 9); that is, the ratio of those in the ages 
18/20-64 compared with those below and above those 
ages, who constitute all dependents, was lower than 
it is now; such an adverse ratio will not reoccur 
in a century; 

o costs of sustaining the young will decrease, if 
fertility rates work out as projected, thereby 
offsetting, in part, increased costs of sustaining 
the elderly; 

o with even modest improvements in productivity, in- 
creased social security costs would not reduce 
living standards of workers; 
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o if the projected labor shortage occurs, there will 
be fewer dependents, as more older people find a 
demand for their work; 

o the doomsday predictions understate immigration, 
counting only legal immigration despite uncountable 
and unstoppable illegal immigration ; 

o if a labor shortage develops in the next century (the 
basis of the crisis analysis) , it can be offset by 
increased immigration ( immigrants general ly are 
younger than the population average). As noted 
above, doubl ing legal immigration could cut the 
projected deficit by about one third ; trebling 
immigration could cut the deficit by two thirds . 

The cash benefit program (OASI and DI) , indexed as now 
provided can be funded by 12% of payroll (6% on the 
employee; 6% on the employer) well into the next century; 
indeed, such a rate would produce a surplus. Even 
assuming the questionable forecast of a 2 to 1 worker/ 
dependent ratio in the next century, the contribution 
rate need be changed only to 16% (8% on the employee; 
8% on the employer) . Moreover, if productivity revives 
only modestly — as seems quite reasonable — the strain of 
paying 8% would be manageable with a steadily enlarging 
economy . 

Adequate financing for social security for the elderly 
depends, at botton, on the willingness of the employed to 
set aside adequate funds for their parents and grandparents 
and to set a precedent that will serve their own income 
needs when they reach retirement age. Polls indicate that 
despite current financial stresses, the employed strongly 
support adequate social security financing, even at the 
cost of increased taxes. 

More extensive public knowledge of these factors should 
provide reassurance that the projected social security 
Armageddon will not occur. On the contrary, calm and 
informed analysis provides substantial reassurance that 
social security can comfortably perform its assigned 
role — without being pared down — over the next 70 years. 
We are wise to consider the long run future and be alert 
to the need for change. But we should not mistake one 
set of projections for reality and make drastic changes 
that could weaken for all time this basic protection 
upon which all Americans depend. 

General Revenue Supplementation/Borrowing 

We endorse the payroll tax which makes for responsibility 
in setting benefit levels and establishes that benefits 
come as an earned right. It should continue to provide 
the bulk of social security funds. 



the bulk of social security funds. 



Nonetheless, some general revenue supplementation would 
seem appropriate in the light of the many social purposes 
served by social security. Unlike most industrialized 
western countries, the United States makes no significant 
general revenue contribution to cash benefits. Such 
general revenue supplementation would seem particularly 
fitting when revenues fall in response to economic mea- 
sures designed for quite other purposes, as with fighting 
inflation by boosting unemployment. Thus, as already 
stated, the Committee recommends a counter-cyclical gen- 
eral revenue supplement. 

In addition, general revenue loans may be necessary to 
tide one or another trust fund over a temporary rough 
spot, if interfund borrowing would not suffice. 

5. S ocial security and the Federal Budget 

Prior to 1969, social security was not included in the 
Federal B ^get. The Committee recommends returning to 
that sound practice. Social security need not be in- 
cluded in the Federal Budget in order to assess its role, 
revenues, and expenditures. it collects and expends such 
vast amounts that these functions attract the necessary 
attention to insure that their fiscal and other conse- 
quences will be assessed. 

However, the presence of the large social security tax 
yield and expenditures in the unified Federal Budget 
provides the temptation to play relatively easy budget 
games because even small adjustments register as large 
total amounts. m contrast, it takes far more attention 
and effort to effectuate economies in most smaller pro- 
grams. When included in the Federal Budget, a surplus 
leads to the temptation to make non-social security ex- 
penditures. 

6 . An Independent Social Security Board 

The unique role and preeminent importance of the social 
security program require its insulation from short term 
political influence. To promote its necessary indepen- 
dence and its ability to serve long term program needs, 
the Social Security Administration should be an indepen- 
dent agency headed by long term appointees, who can be 
fully informed and free to advise the President, Congress 
and the populace about program needs. This independence 
is needed to restore confidence in the program. 

7 • Tr eatment of Social Security 

Given the prodigious opposition within the population, in 
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Congress and by President Reagan, we see no useful purpose 
to be served in reconsidering the tax treatment of social 
security . 

The Disability Insurance Program 

Enacted in 1956, social security's Disability Insurance pro- 
gram serves some three million persons found to be without 
substantial earning capac ity as well as their dependents . 
The tests are rigorous ; people may be excluded if they have 
the theoretical capacity to do work that exists anywhere in 
the economy even if not to be found in their region and evea 
if they would not be hired for an opening. 

Most eligibles qualify on the basis of their condition, which 
is adjudged to equal total incapacity. Only a small percent 
of applicants present problems in determining incapacity. 

Most eligibles suffer from degenerative conditions associated 
with aging, such as c irculatory and skeletal diseases , and 
heart trouble and arthritis. More than two thirds of the 
disabled are 50 and over; more than one half are 55 and over. 

Any cut in cash benefits for this group would impose great 
hardship. The Committee vigorously opposes such cuts. 

Supplementary Security Income (SSI) 

This needs-tested program provides only about 2% of the non- 
work income of those 65 and over. This figure attests to the 
overly stringent measure of need and the extremely low bene- 
fits provided. Indeed, SSI benefits fall below the poverty 
level and many states provide no supplementation at all. 

This harsh policy directed against people 65 and over possibly 
proceeds on the erroneous proposition that at those ages 
people can readily earn significant amounts. It overlooks the 
fact that the property/asset requirements limit the program 
to people whose incomes have always been low or who have suf- 
fered a major setback in health, both of which belie any sub- 
stantial earning power. When compounded by the difficulty 
of older persons to obtain employment, setting the benefit 
level below the poverty line can only be adjudged harsh. We 
urge that SSI benefits immediately be raised to at least the 
poverty leve 1. 

The Committee regards the policy of reducing benefits for SSI 
eligibles who live with others as short-sighted penny-pinching. 
Benefits are so low to begin with that making benefits go far- 
ther by living with family or friends should not carry a penal- 
ty. 

Responsiveness of the Social Security Administration to the 
Public 



- 58 - 



The Social Security Administration has a mammoth task in pay- 
inn ° Ver 35 million current benefits, maintaining over 
100 million current earnings records, approving each year 1.6 
million awards for retirement benefits, 1 million awards for 
survivor benefits, and 1 million awards for disability bene- 
fits. In addition, it approves one half million annual claims 
for Supplementary Security Income benefits and 1 3/4 million 
?**nrT cl " ms . for Aid to Families with Dependent Children 
(AFDC), and it provides information in response to tens of 
thousands of requests on benefits and earnings. 

The Social Security Administration (SSA) has performed these 
tasks at low administrative cost. Almost inevitably, delays 
occur, especially in the complex area of disability assess- 
ment. To a considerable degree, SSA's early successes and 
splendid reputation for efficiency, speed and courtesy led to 
the assignment of additional tasks— disability, SSI, AFDC, and, 
for a time, the Black Lung program and Medicare. 

Given the reach and importance of SSA's many activities, we 
urge that the Administration and Congress assure adequate 
appropriations to discharge its many functions with the dis- 
patch and courtesy that have been for so long SSA's hallmark. 

The Roles of Priva te and State/Local Government Pension Plans 
1 . Private Pe nsion Programs 

a. Coverage & eligibility 

Only one in five persons over age 65 receives private 
plan benefits. The benefits themselves tend to be 
modest, and a far larger proportion of men than women 
and of whites than blacks, achieve benefit status. 

Private employment-based group plans cover under half 
of the private non-farm work force. Plans generally 
cover better-paid employment, with heavy concentrat ion 
in the manufacturing and unionized sectors, especially 
defense-related production. Low-paid jobs generally 
lack coverage; only a small proportion of minority 
group members and women work in pension-covered jobs. 
Part-time and part-year jobs often are not covered; 
if covered, they usually require no fewer than 1000 
hours of work to earn pension credits. Most work 
before age 25 does not earn such credits. 

b. Vest ing 

Present law requires plan credits to vest when the 
employee meets certain length of credited service 
requirements. Thus, under the formula in most common 
use, an employee with the years of credited service 
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has a right to benefits at retirement computed under 
the formula in force when he/she separates from that 
job or retires. Thus current law curbed some instances 
where even very long term employees separated just 
months or weeks or even days before normal retirement 
age might achieve no pension benefits whatsoever. 

However, enormous blocs of work time may still produce 
no pension credits because so many employees separate 
from jobs, often involuntarily, shy of the required 
period of employment. Employment data show that 
employment in many kinds of work typically ends before 
10 years. 

Short tenure is especially true of defense production, 
service jobs , and the less stable employment in which 
so many women and minority group members find employ- 
ment. So, for example, many retail sales jobs do 
provide pension coverage, but part-time and part-year 
employment and generally short service produce compa- 
ratively little chance to achieve pension vesting in 
this area in which so many women find employment . 

Espcci ally in small, closely-held companies , stock- 
holder employees, executives, and managers more 
readily achieve benefit eligibility than rank and 
file employees, resulting in a disproportionately 
high percentage of pension reserves eventually going 
to the small group at the top. 

Improved vesting, with full and immediate vesting as 
the ultimate goa I , would improve the performance of 
private pension plans and bring about the more equal 
distribution of their benefits. 

We recognize that cost considerations make substantial 
improvements extremely difficult to achieve. In con- 
trast, just about all private employment and most 
nonfederal public employment produces social security 
credits which build into benefit eligibility regard- 
less of the employees identity and frequent job 
changes by the employee. 

B enefits 

(1) Ret irem ent 

normal retirement benefits usually vary in pro- 
portion to ^jngth of credited service. In our 
very mobile society , many work for several # 
possibly many different employers over a working 
lifetime. Even where multi-employer plans exist 
they ^ro limited to one industry or trade and 
often to one geographic area. Hence, not all 
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years of work translate into pension benefits. 
Private pension benefit recipients also tend to 
have higher than average social security bene- 
fits. However, private plan benefits usually 
constitute a minor portion of retirement income: 
In 1978, under 10% of beneficiaries over 65 
derived half or more of their income from that 
source and only one percent obtained nine tenths 
of their income from private plans. 

( 2) Dependents and survivors 

Benefits for dependents of retirees are unknown 
outside of social security and railroad retire- 
ment . 

While ERISA requires that joint-and-survivor be- 
nefit options be available to pJan participants 
who are free to reject them, the law does not 
require participation or agreement by the covered 
employee's spouse. No data exist on elections, 
but past experience indicates that only a very 
small minority select survivor benefits; unlike 
the situation under social security and railroad 
retirement, election of survivor benefits results 
in reduction of the retiree's benefit. 

Increasing longevity makes adequate survivor be- 
nefits even more urgent for the future. If 
private pension plans are to meet future needs 
of the elderly more adequately, survivor bene- 
fits must be assured and replace at least 60% 
of the retiree's benefit. (As noted above, 
social security replaces 100% of that amount 
for a surviving spouse.) 

We subscribe to the view that marriage is a part- 
nership for financial as well as other purposes. 
Thus, at the least, agreement of both retiree 
and spouse should be required to reject any 
survivor option where they are not estranged. 

Inflation - poor prospects for indexing 

Indexing of private plan benefits is all but unknown. 
Quit** a few plans do improve benefits for retirees but 
do not have fixed programs to do so. The law does not 
require employers to bargain about the benefits of 
those already retired; we urge amendment of the 
National Labor Relations Act to remedy this interpreta- 
tion. When pension plans terminate, benefits payable 
by the Pension Benefit Guarantee Corporation (PBGC), 
which do not replace lost, benefits in full, remain 
fixed and do not improve in response to increases in 
the CPI. 



Net surprisingly, the value of private plan benefits 
generally erodes. So, a 1978 Brookings study showed 
that the value of average benefits paid in 1970 was 
greater than the value of average benefits paid in 
1975 (and that occurred even before inflation became 
so virulent). During the 1970-78 period, the study 
shows , average social security benefits increased 
in dollars just about twice as fast as private plan 
benefits (116% to 62%) . 

It is unlikely that cost-of-living indexing will be 
introduced in many plans in the foreseeable future 
because they would be unable to meet the very sizable 
contribution increases such a change would entail. 
Failing that, we urge periodic adjustment to restore 
the purchasing power of retirees' benefits. We 
recognize that cost considerations make these goals 
extremely difficult to achieve. Such poor prospects 
argue strongly for devoting whatever additional 
retirement income resources become available to the 
social security system. 

Indexed bonds 

One proposal for inflation-proof savings, especially 
for retirement, has been bonds indexed to the CPI or 
a similar index. Just as no proposal for financing 
indexed private pension benefits has been forthcoming, 
so no proposal for private underwriting of indexed 
bonds has been made. Only the United States govern- 
ment seems capable of such undertakings based upon 
its general taxing power. 

Indexing bonds involves risk of unascertainable size 
because the two major variables, CPI changes and the 
amount of bond purchases, are unknowable. 

However, experience with Ind i vidua 1 Retirement 
Accounts (discussed below) a^d Canadian savings bonds 
with special features show that only those with sub- 
stantial resources can avail themselves of the oppor- 
tunity • 

The use of general revenues to subsidize savings for 
those already most fortunately situated financially 
and doing so without solid assurance of a net addi- 
tion to total savings, strikes us as an unpromising 
public policy choice. 

Funding 

Prudence requires advance funding to assure the abi- 
lity to pay benefits as they come due. Information 
used in computing the requisite contributions are the 
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rate of employeee turnover and death rates prior to 
retirement age (that is, separation without achieving 
benefit eligibility) and the earnings on fund reserves. 
Most actuarial funding assumes a plan life of 30 years 
or so. ERISA requires funding over a period of 40 
years for plans in effect at its effective date and 30 
years for new plans. However, deviation from actuarial 
estimates or termination prior to the plan's projected 
life can leave a plan without sufficient funds to honor 
its obligations. ERISA provides insurance of single 
employer plans to pay for part of such a shortfall up 
to modest limits and enables it to recoup its payments 
by proceeding against a portion (30%) of the employees 
net general assets. The original 1974 act also pro- 
vided for similar coverage for multi-employer plans 
but deferred its effective date. The 1980 amendments 
put into operation such a program for multi-employer 
plans with the difference that benefits otherwise due 
may be reduced to make the insurance plan less costly 
and more feasible. As already noted, PBGC payments 
are not indexed or, perforce, amenable to improvements. 

Tax treatment 

A major advantage of corporate pension plans is that 
they permit those who receive benefits to avoid taxa- 
tion of contributions that otherwise would be paid as 
taxable income; in addition, when benefits are received 
and taxed as income, the rates almost always are lower 
than what they would have been during active working 
years. But the greatest advantage is that the earn- 
ings on fund reserves are not taxable as income when 
received; thus "profits" can be reinvested without 
diminution by taxes. 

These tax "savings" by individuals translate into "tax 
expenditures" for the Federal Government. In 1980, 
the Office of Tax Analysis of the U.S. Treasury 
Department estimated these taxes not received by the 
Treasury at $20 billion annually. (Not surprisingly, 
the bulk of the tax benefit went to those with large 
amounts of gross income: Some 66% of the corporate 
plan tax advantage went to those with gross incomes 
over $20,000.) Interest on the portion of the Federal 
debt must be added as a cost. Together those lost 
revenues and interest costs add to the burden of the 
majority of the population who do not participate in 
such plans and the even larger majority who do not 
obtain any benefits from such plans. Indeed, the 
numerous pension losers in effect transfer part of 
their income to the pension winners, who generally 
enjoy higher income, greater job security, and have 
superior ability to save in other ways. 



h • Keogh Plans: Individual Retirement Accounts (IRAs) 



Treatment somewhat similar to that accorded corporate 
plans (tax deductibility of contributions; deferred 
taxation of earnings) is available to the self-employed 
and employees of partnerships in w Keogh M (or "H.R. 10" ) 
plans. Itiese plans have smaller maximum contributions 
for favorable tax treatment than do corporate plans. 
In addition, they require that the interests of non- 
partner employees vest after three years . No data 
exist on the extent of vesting that results. Overall 
benefit data indicate that Keogh plans have not dra- 
matically increased the enjoyment of pension benefits. 

ERISA made possible IRAs , to which contributions on 
behalf of employees not covered by a corporate plan 
can be made up to a yearly limit of $1500. Contri- 
butions are tax deductible and earnings tax free until 
drawn as benefits. Unlike corporate and Keogh plans, 
IRA& do not require non-discriminatory coverage of 
other employees, a requirement that accounted for the 
establishment of some group plans in the past. The 
introduction of IRAs thus enabled, and perhaps encou- 
raged, some employers to discontinue corporate and 
Keogh plans and switch to IRA 1 s covering only key 
personnel, albeit at lower tax-favored contribution 
limits. Thus, IRAs, like Keogh's, used primarily 
by those with substantial income, detract from other 
plans that require employee participation. We there- 
fore oppose any liberalization or fresh measures to 
encourage Keogh plans or IRA's. 

The U.S. Treasury Department study noted above found 
that taxes lost as a result of Keoghs and IRAs to- 
talled some $2 billion in 1980, and 65 percent of the 
tax advantages went to those with gross income of 
$30,000 or more. 

i . The role of private plans-the id e al versus the actual 

Ideally, private plans and earnings from savings should 
supplement social security so as to enable retirees and 
their dependents and survivors to maintain their former 
standard of living. Ideally, all work should generate 
effective pension credits and income protection for the 
earner and his/her dependents in the case of disable- 
ment and income protection for surviving spouse and 
children or dependent parents. Those benefits should 
be inflation-proof. This is especially important as 
cash needs grow as the retired age. 

As the President's Commission on Pension Policy found, 
in actuality: 
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o Many private sector employees [indeed the 
majority] lack pension coverage, 



o for some covered, benefits are low, 
o inflation erodes benefits, 

o private plans treat women inequitably (in 
coverage, ability to achieve eligibility and 
as survivors) . 



(2) 



Mandatory coverage 
(1) Proposals 

The President's Commission on Pension Policy has 
proposed mandatory private pension coverage with 
a defined contribution of 3% of payroll with 
immediate vesting. The Commission's plan would 
not require "past service credits," a common 
feature of both private and public plans under 
which employment prior to the inception of the 
plan counts; the purpose of past service is to 
provide a benefit of some substance to those 
retiring within a few years after inception of 
the plan; however, it launches the plan with a 
substantial unfunded liability. 

The case for mandatory coverage 

Retirees and survivors with the lowest income 
generally lack pension benefits. Mandatory cov- 
erage would provide a supplement to social secu- 
rity, which by itself may replace an insufficient 
portion of income. The pension funds created, 
it is argued, would generate needed investment 
capital and thereby help revitalize the economy. 

The case against mandatory coverage 

In many low pay jobs, a plan could be financed 
only by cutting wages that already are inadequate. 
With universal coverage for private plans, but 
without immediate vesting, only a portion of the 
covered would reap benefits. The ratio of benefit 
winners to benefit losers would be even more 
unfavorable than under already existing plans 
because the newly-covered groups tend to have 
shorter and more intermittent employment. Mino- 
rity group members and women would continue to be 
the big losers. With immediate vesting, the 
benefits generated would be miniscule. 



(3) 
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Those already retired, especially over-75 single 
persons, have the most urgent need for additional 
retirement income. Social security could quickly 
apply any additional funds to this and other 
groups identified as in special need. In con- 
trast, new plans could not in any way meet the 
needs of those already retired and their survi- 
vors. Indeed, it could not be before the turn of 
the century that new plans without past service 
credit could pay any significant benefit. Yet, 
the only such proposals for nandatory coverage 
that command any substantial support specifically 
propose that no prior service credits be given. 
However, the tax expenditure cost of the new 
program would start to build immediately. A 
modest estimate puts the tax cost at $60 billion 
for the first ten years, assuming $25 billion 
in annual contributions and annual earnings of 
only 7%. 

We conclude that any funds available to bolster 
retirement income can be more readily mobilized, 
more easily focused upon groups in need of spe- 
cial help, and more economically delivered, by 
social security than by a mandatory private 
system. 

The capital formation argument 

Some critics of social security assert that it inhi- 
bits private saving and that an expanded private 
pension program would contribute to the accumulation 
of needed investment capital with which to expand 
productive capacity. Evidence in support of these 
propositions is highly questionable. Particularly 
in inflationary times, such as those characterizing 
the last decades, incentives to save are greatly 
diminished. The ingenuity of marketing and financial 
institutions in expanding readily available consumer 
credit raises even more doubt about the claimed effect 
of social security. Underfunding of plans also puts 
in issue whether they generate net savings. 

It is argued that forcing saving upon low income 
earners would generate large amounts available for 
investment. It is very doubtful that the funds so 
generated, or even any considerable portion, would be 
translated into new capital investment. While data 
are sketchy, a large amount of pension reserves seem 
to be invested in already issued securities, thereby 
bidding up their price but not their underlying value. 
Insurance companies invest significant portions of 
their reserves in buildings, which economists regard 
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as less productive than equipment. Many pension fund 
investment counselors are hired for short terms and 
r?Jf?i ^ ra ^ at . ic improvements in yield, which cannot 
readily be derived from new capital investment. 

Thus we doubt that mandatory private plans would have 
a more salutary effect upon capital formation and new 
investment than would transfer payments under social 
security to vast numbers who immediately spend those 
e a ™ OU " ts k f ? r . 9 °° dS and serv ices; that market demand 
should bolster private enterprises that seek to satis- 
t y 1 1 • 

Moreover, we believe that choices in retirement income 
policy should be made primarily in the interests of 
adequate retirement income for those already elderly 
and those who will be in the future. Retirement income 
policy should not be distorted by corporate investment 
considerations. These latter should be pursued 
directly. 

Private plans - social security integration 

Several methods exist for "integrating" private pen- 
sions with social security. Under the offset method 
the private plan benefit may be reduced by a portion 
- up to 83 1/3% - of the social security benefit. 
Thus a substantial portion of social security benefit 
increases may not be passed along to former employees 
but, instead, reduce employer cost . Several differinq 
versions of the "excess" method also exist. Their 
common element is exclusion of some or even all of the 
earnings covered by social security in computing 
private pensions. This method may enable employers 
to provide disproportionately large benefits to upper 
income employees without violating the non-discrimina- 
tion law governing the receipt of tax advantages for 
plans. 

Integration is more common among small and non- 
unionized firms where employees are least able to 
resist pension discrimination. The Committee be- 
lieves that there should be a careful examination 
of the current system of integrating private plans 
with social security to make sure that lower-paid 
workers are not discriminated against. 

Portability 

ERISA provides that when an employee leaves a plan 
and has a vested benefit, the plan must report per- 
tinent information to the Social Security Administra- 
tion which records it with the individual's social 
security record. That enables an employee to file a 
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benefit claim when he/she reaches retirement age. 
However, that arrangement does not assure that an 
effective claim can be made. If a plan terminates or 
the employer changes its identity and the plan in a 
corresponding way (as in a merger or acquisition) , 
it may become impossible to find the responsible plan. 
Also it might be impossible to trace all eligibles, 
given the mobility of the working population. 

In addition, a vested benefit is "frozen" at its value 
as of the time of the employee's separation. Over 
any substantial period the value of the "frozen" 
credits will erode. 

Enabling employees to transfer the value of credits 
to an on going plan would enable the funds transferred 
to be invested and, possibly, continue to grow. That 
might be done by transferring the actuarially dis- 
counted value of the credits to the plan of the indi- 
vidual's next employer or a central "clearinghouse" 
which itself operated a plan consisting of the funds 
received for such credits . 

We urge that, if liberalized vesting occurs, serious 
consideration be given to portability arrangements, 
especially a clearinghouse (or a network of inter- 
related regional clearinghouses), to facilitate por- 
tability of credits. 

2. State a n d Local Government Retirement Plans 

a . Resemblance to privat e plans 

Employee retirement income programs have long been a 
feature of state and local governments. Their basic 
structure resembles private employment-based group 
plans in their eligibility and benefit structure, and 
their emphasis upon retiree benefits but slighting 
of dependent and survivor benefits . However, unlike 
many private plans, especially those which are col- 
lectively bargained, public employee plans generally 
require employee contributions. 

Not subject to ERISA, their vesting and funding 
patterns vary greatly. Some plans are quite large , 
thereby enabling some economies of scale and greater 
expertise in management. Thus, state and local govern- 
ment plans exhibit essentially the same advantages and 
disadvantages of private pension plans, including 
problematical achievement of benefit eligibility. Many 
programs have a degree of indexing to the cost of 
living, but not in full; often survivor benefits are 
indexed less favorably than retiree benefits. 
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fh2 i°l Pl f nS are especially common for employees of 
the protective services (police, fire, and state/ 

?of^ y 0 ? at h-°iV Wh ^ Ch ° ften featUre ful1 -etiremeni 
often on half pay) after relatively short service 

ianTof X 2 YearS ' 33 With the U ' S - Armed Services). 
reMrpLn. K Pr , 0gr / mS ™ ake heaV y use of disability 
~m/£ 1C S ° ft / n produce s higher benefits thaJ 
normal retirement and results in more favorable tax 
e r S ; H°wever, the extensive use of disability 
retirement often exceeds any actuarially predictable 
It* f rC y . Se "ously undermining any possibility 
of orderly and adequate funding. y 



b. Funding 



Funding of non-Federal government employee plans var- 
" e ;7 ousl |[ ^ the absence of national statutory 
ZSSf £ 8 * ThG GA ° ReP ° rt ' "^ding of state and 
^Auau"st ^°Y!^ ment tension Plans: A National Problem" 
(August 1979) puts us on notice that many such plans 
, 0t adequately funded. So, it estimated (non-fSJ! 
to S 7? U h^i • PenS10n ,P 1 c an liabilities at $150 billion 
If iicrea b si 1 n 1 g? n " ^ ^ the Str ° ng P-sibility 



It observed: 



Of the 72 plans we reviewed, 53 were not re- 
ceiving large enough contributions to satisfy 
the minimum funding standard prescribed by ERISA 
for private pension plans. Of these, 17 were 
on a pay-as-you-go basis. Annual government 
contributions to the 53 plans amounted to $1.8 
anilw''^ 0 / 6 ^,?" ERISA-type funding standard, 
tnn^l .billion m annual contributions 

would be required. 



Thus the prospects for adequately funded public em- 
ployee plans are not good in many state and local 

standar^;„J he ^P 081 "™ of appropriate funding 
standards might evoke great resistance and the plea 

rn L? anY governments cannot afford such funding. 
of !J V?' ser 10 ^ doubt exists about the authority 
of the federal government to impose such standards. 

The potentiality that many state and local government 
on ir m t nt income plans may not be able to make good 

aerioHo *nnr I t Y promised ° u gnt to be taken into 
serious account. 

f mgioyees 0 "^^ C ° Veraqe f ° r State *"d ^al Government 
State and local governments have had the cption to join 



or stay out of social security. Most have elected to 
join and, where a public employee pension plan existed, 
to take such coverage into account in setting benefit 
levels and other features of the plan. A few jurisdic- 
t ions, most notably Alaska, have withdrawn from social 
security coverage. Others have considered such a move, 
often in the initial belief that they would effectuate 
savings and possibly enhance retiree benefits. Upon 
investigation these advantages have proven illusory and 
so few withdrawals have occurred. 

The results of staying out of social security coverage 
often are not salutary for the non-participating groups. 
Many state and local government employees spend the bulk 
of their working time not under such systems but in social 
security-covered jobs. Unless they qualify for vesting 
under the requirements of state/local plans (which vary 
widely), they may have no retirement income to show for 
such work; meanwhile, their absence from social security- 
covered work will have reduced their credi ted earnings 
under that program (to the detriment of their eventual 
benefits) and may impair eligibility for disabil ity in- 
surance, which requires 20 quarters of coverage out of 
the 40 calendar quarters preceding the onset of disable- 
ment. Currently, earnings of $310 in a year earns a 
quarter of social security coverage . State and local 
plans often have weak disability provisions and their 
coverage survives job separation for only limited periods. 
Unskilled employees most likely to lose state and local 
jobs also often will not be able to command moonlighting 
jobs that would avert these unfortunate social security 
consequences . 

In sum, non-participation in social security has serious 
adverse effects upon social security financing and carries 
substantial hazards for many such employees outside social 
security, as well. Thus the Committee urges state and 
local government employees to stay under social security 
or to obtain its coverage for their government jobs. And 
the Committee recommends that the law be changed so that 
once coverage is elected, wi thdrawal may not occur. 

Federal Government Plans 

a. Federal Civil Service Retirement 

This system, established in 1920, had become a mature 
and generous program when social security was enacted 
in 1935 as a very modest program. At the time there 
arose no serious question as to whether the programs 
should be dovetailed or gonial security replace Civil 
Service Retirement. It was not a realistic option at 
the time. 
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The Civil Service Retirement System constitutes a major 
attraction to employment by the Federal Government. 
Its benefits are substantial; its twice-yearly adjust- 
ment to the CPI constitutes a yardstick for all such 
programs. " 

Proposals that extend social security coverage to 
Federal employees include: a two tier system including 
social security to produce the benefits now obtained 
under Federal Civil Service Retirement; exchange of 
credits between those two systems; and elimination of 
unintended benefits for higher income employees. Any 
effort to cover Federal employees should assure ade- 
quate protection for annuitants and the expectations 
or long term participants. 



b « Military programs 



A Presidential Commission recently 
tary pensions. We urge serious 
given its basic conclusions that 
toward a pension should be 
of 



given 



reported on mili- 
cons ideration be 
effective credits 
before the 20 years 



or service now required to qualify for any benefit and 
?U! . s . ervice . should not be regarded as achiev- 

coming as it does as early 



ing normal retirement age, 
as age 38 for some. 



VII THE°PCOMoiv N r",M TH ^n ED F °, R ADE Q UATE RETIREMENT INCOME 
THE ECONOMY CAN AFFORD IT/THE PUBLIC WILL SUPPORT IT 



Our review of retirement income systems persuades us that substan- 
tial improvements are required to enable older citizens to i ?„ 

u^^\ ty fo% n ^re C very^! f derly a . 1 " ati ~ ° f ^ ThiS iS 

On grounds of fairness, efficiency and ability to focus rapidlv 
upon areas of special need, improvements in social security consti- 

^nf ini« prefer , red method to ^h^ve sound and reasonable retire- 
ment income goals. It has been and will remain the DrinciDa\ 

ll tT7o°^ m0 -\ Amer n iCanS ' Tt Sh ° uld be strengthened 

it to do its ]ob. Quite practical ways exist to enable social 

security to perform its vital and special functions in our society. 

Private and state and local government pension plans perform vital 
functions in supplementing social security. They require strength- 

Hi h enab ,. le thGm t0 perf ° rm their roles ".ore satisfactorily 
and with greater assurance to future beneficiaries. ccor ny 



All systems of retirement income must address the present dis- 
advantages and discriminations that resent dis 
and women. Equalizing treatment 
a high priority. 



operate against minorities 
in actual operation should have 
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We are convinced that the American economy is capable of providing 
a decent standard of living for the retired, the disabled and 
survivors. We believe that the American people are willing to pay 
for a sound and just system that will provide no less. 
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SUPPLEMENTARY VIEW OF VICTOR HRUSKA 



c ° "Vi n9 J PrOC t SS ° f lnflation » governments can confis- 
o? !h!?? 3 unobserved, an important part of the wealth 

f, 5! r . cltlzen s. There is no subtler, no surer means of 

?he er c^r?e W nc n y 9 .^ e 6XiStin9 baSiS ° f S ° CiU * than to~S?b.uSn 

John Maynard Keynes 



IrlJ ^ „ Q n W ? enemy ° f aU P^P 1 ^ but it is especially 
on Ji«iS ? VeC ° % ° f , the retired w ho are middle income and live 
dri^n ?n-n C ° meS f nd SOCial securi ty. They are being rapidly 
fbout the olia°h? rt ^^ The Committee Re P°^ is not concerned 
sures i f,/ 1 th6 1 Se retirees ' a "d, indeed advocates mea- 
fchlt alSiSJ W ?, uld . 1 a 1 cc l le " t ? their liquidation. it presumes 
that almost all will be driven into poverty and it proceeds 
to propose respiratory measures. I cannot agree with this 
and^^n h the " iddle inc0me "tiree? are worth saving 

structure of S ^1 d ' X \ the P rocess ' th e basic socio-economic 
structure of this country can be revitalized for the aged. 

Government transfer programs for the aged, particularly the low 
income aged, have increased dramatically in the last two de- 
cades—from about $27 billion in 1960 to $112 billion in 1978 in 
constant dollars. Extending this approach, while tempting? 
spend a UfA7' ""w Xt ^.inflationary. Those individuals who 
tirement f.A W ? h work ing, paying taxes , and saving for their own re- 
tirement face the shocking realization that inflation can deci- 
mate their assets in only a few years. 

A typical pattern for many elderly families is to convert their 
accumulated assets at retirement to "secure" forms (certificates 
of deposit, corporate bonds, etc.), sell their homes and move to 
an apartment The table below illustrates the effect on buvinq 
power of a $100,000 nest egg for an aged individual in the modes?? 
15-percent income tax brarket with an assumption that inflation 

?ua^i ra w?fh n ^ deCline , t0 10 PeCCent Per * ear ' While one coulS 
quarrel with the specific assumptions used, they certainly do not 

seem overly pessimistic, and indeed, the true picture may be worse. 

Inflation Opening 9% Interest Deduct Income 
R** - * 1 Balance T ~ 



Income 



Tax (15%) 



Deduct Closing 



1980 13.4% $100,000 

1981 13 85,250 



1982 12.5 

1983 12 

1984 11.5 

1985 11 

1986 10.5 

1987 10 



73,016 
62,903 
54,506 
47,502 
41,636 
36,702 



$9,000 
7,673 
6,571 
5,661 
4,906 
4,275 
3,747 
3,303 



$1,350 


$13,400 


1,151 


11,083 


986 


9,127 


849 


7,548 


736 


6 ,286 


641 


5,225 


562 


4,372 


495 


3,670 



$85,250 
73,016 
62,903 
54,506 
47,502 
41,636 
36,702 
32,537 
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Inflation Opening 9% Interest Deduct Income Deduct Closing 
Rate Balance Income Tax (15%) Inflation Balance 



1988 10 

1989 10 



32,537 
28,844 



2,982 
2,596 



439 
389 



3,254 
2,884 



28,844 
25,571 



As the above figures illustrate, not only would the buying power 
decline to about one-fourth of the original $100,000 asset value, 
but the $9,000 annual income planned for retirement would decline 
to $2,600 in real dollars, well below the poverty level. This 
occurs frequently in the case of retired couples and especially 
aged widows, except most of them have smaller nest eggs and would 
be driven into poverty more rapidly. A major illness or other 
large expense forcing withdrawal from the principal would, of 
course, further erode the fund and income. This kind of financial 
picture seems a cruel reward for a family practicing the tradi- 
tional values of hard work and thrift. 

The retired person relying on a private pension to provide an in- 
come over the poverty level is in the same position because pri- 
vate pensions are not indexed. A person with a private pension 
plan providing a monthly income of $1,000 in 1978 would have this 
amount eroded by inflation to $425 real dollars by 1985 at the 
current rate of inflation (which since 1978 has been running at 
about 13 percent) . 

It' is important to bear in mind here that not only is there no 
incentive to provide independently for one's own retirement but 
many barriers exist. If a person has few assets and little in- 
come a full panoply of government-provided benefits become avail- 
able, including Medicaid, energy payments, Supplemental Security 
Income payments, food stamps, and public housing. Indeed, in our 
scenario our retiree, after having his or her life savings deci- 
mated, would become eligible for some or all of these needs- 
related benefits, thus increasing the tax burden for a new genera- 
tion of middle-income workers who will find it increasingly diffi- 
cult to provide independently for their own retirement. And those 
who must rely on government largess lose the dignity and indepen- 
dence that should be theirs in retirement. 

Government and the private sector must join hands in an all-out 
fight against inflation. The retired would eagerly join and even 
help lead this fight, though it won't be easy, and will take time. 

Until a real anti-inflationary program can be set in place, there 
are measures that can be taken to offer some relief. Some states 
exempt from income tax the first $10,000 of income of those over 
age 65. Much of their income is from fixed pensions or dividends 
and interest and is already being robbed of over 13 percent by 
inflation. This exclusion should be extended to our Federal in- 
come tax. 
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INTRODUCTION* 



Every American has an '.mportant stake in the economic well-being 
of the elderly. Millions of us are old now and the remainder, 
with good fortune, will be. The elderly reared us or our parents, 
built our factories, produced our goods, fought our wars, and did 
the jobs which needed doing. After a lifetime of productivity, 
the elderly deserve retirement with dignity and independence. 

The most important ingredient in a happy and secure retirement, 
besides good health, is adequate income. Not only the elderly, 
but younger workers should also share a strong interest in building 
the kind of world they want for their own retirement, that of 
their elders, and that of their children. In the absence of ade- 
quate retirement income, the elderly will have to resort to help 
from their offspring, and, even where this is possible, it can 
produce a result that is burdensome for the children and demeaning 
for aged parents. 

Our committee believes that equity and prudence dictate that the 
elderly receive a retirement income beyond that needed for bare 
subsistence. We strongly oppose efforts to cut back the social 
security program due to short-run budget considerations. This 
misguided approach breaks the compact workers have with their 
government on the extent of financial protection they can plan on 
upon retirement. Such efforts can destroy the will of workers to 
support the system and thereby destroy the system. 

1 . Retirement Income 

Over the past two generations we have established a four tiered 
approach to providing retirement income, and this approach, 
while need ing improvement , has worked . These tiers are ( 1 ) 
social security, (2) private and public occupational pension 
programs, (3) income from assets and savings, and (4) needs- 
tested programs such as the Federal Supplemental Security 
Income (SSI) Program, which is supplemented by some states. 

These tiers are complementary and not in competition. Social 
security has traditionally provided the bulk of retirement 



*These recommendations represent views of the majority of the Com- 
mittee. A supplementary view follows. 
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income for most earners, with augmentation from the second and 
third tiers more likely at upper earnings levels. Needs-tested 
programs have provided a backstop for people who had very low 
and sporadic earnings over their lifetimes. 



I. GOALS IMMEDIATE, SHORT TERM, AND LONGER RUN 



A growing national consensus seeks: 

o As an immediate goal, that no elderly person live in want of 
necessities, including medical care, 

o As a short run goal, that in combination retirement programs 
should provide no less than the intermediate budget as es- 
timated by the Bureau of Labor Statistics (BLS) that pro- 
vides necessities and some amenities, 

o As a longer run, but not remote goal, that our combined 
retirement income programs should maintain pre-retirement 
living standards for all. Social security should be 
adequate in itself for those who have below average earnings 
while social security plus supplementation from occupa- 
tional pensions and asset income can be expected to do the 
job for those with higher earnings. 



II. PRINCIPAL FINDINGS 



o Social security constitutes the mainstay of the elderly popula- 
tion and provides invaluable, irreplaceable protection to the 
family at all stages of life. 

o Social security faces short term and long range funding problems 
that are manageable; the vast and deep support for the system 
will produce the political support needed to provide for full 
financing . 

o Dubious assumptions and analysis have produced predictions of a 
future social security crisis that are open to serious question 
and challenge. 

o In 1979, 3.6 million persons over 65 remained in poverty, an 
unacceptable situation; some 29% of single elderly women— about 
1.7 million — lived in poverty. About 62% oE single black 
elderly women — about 300 thousand — were poor. 

o The poverty measure understates the stark conditions in which 
many elderly exist; as just about one-quarter of tho elderly — 
some 5.9 million — lived in "near poverty" (125 percent of the 
poverty measure) in 1979. 



o 



During the 1970's average social security benefits grew in pur- 
chasing power and average private pension benefits' purchasing 
power declined. 



o Social security accounts for all or nearly all of the retirement 
income for over half of those age 65 and over. 

o Social security, on the average, actually replaces less than half 
of former earnings of couples; based on d study of retirees from 
1968 to 1974, for those in the lowest earnings bracket ($1,000 - 
$3,999) it replaced about two-thirds of former earnings; for 
those at the highest level ($15,000 or more), it replaced about 
one quarter of former earnings. 

o Private pension plans cover just under half of the private work 
force; only one out of two retired men and one out of five retired 
women receive private pension benefits. 

o Private pension benefits averaged $2,180 annually in 1978 
($2,540 for couples, $2,340 for single men and $1,400 for sin- 
gle women); very few private plans are fully indexed to infla- 
tion and, indeed, few are indexed at all; despite dollar in- 
creases in benefits, average private plans benefits declined 
in value. 

o Private pension plan coverage is sparse among women and minority 
group members, part-time workers, the non-unionized, employees 
in small, medium sized, and low pay firms. 

o Outside of social security and railroad retirement, provision 
for spouses is uncommon and undependable ; thus the income pro- 
blems of older widows are a matter of especially sharp concern. 

o The high rate of divorce increases problems of assuring fair 
sharing of credits and benefits under all retirement income pro- 
grams . 

o The funding of many state and local government pension plans 
raises serious questions as to their future ability to honor 
commitments . 

o Private individual savings are widespread, particularly in the 
form of home ownership, but generate very little income for most 
of the elderly. 

o Unless pension ^lans other than social ;ecurity radically im- 
prove vestmq, t^j benefit expectations of plan participants 
must remain uncertain and unreliable. 

o Allegations that social security inhibits savings and that pri- 
vate and state and local government pensions produce net sav- 
ings that result in expanded productive capacity are unproven 
and highly speculative. 
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o Corporate private pensions cost the Treasury and taxpayers $20 
billion per year in tax expenditures (uncollected taxes) while 
Keoqh and IRA plans entail $2 billion per year in such expendi 
tures . 

o Under current rules, social security/private pension plan inte- 
gration may enable some private plans to discriminate in favor 
of the higher paid corporate officials and against lower paid 
employees . 



III. SUMMARY OF PRINCIPAL RECOMMENDATIONS 



i. The C ommitt ee supports ; 

1. Continuing the role of social security as the principal 
provider of income for those with below average earning and 
as a source of retirement income for all but the highest 
earners , 

2. Continuing full cost-of-living adjustments for social 
security benefits, 

i, Adjusting social security survivors' benefit protection 
by wage increases until benefit eligibility and price 
increases thereafter, as is the case with retired workers' 
benefits, 

4, Establishing a special income supplement for the elderly 
aged, those over 75, mostly widows, to be provided through 
social security, 

3. Continuing the weighted benefit formula of social security, 

6. Continuing the earnings related formula in patt to reward 
effort and to help meet the goal of preserving the previous 
level of living, 

7. Continuing wage indexing of credited earnings for social 
security to keep pace with improved living standards, 

8. Continuing social security's flexible retirement age 
arrangements that meet the varying needs of the aging, with 

-reduced benefits from age 62 to 65 

-increased benefits for those who work beyond age 6 5 

-payments of benefits as a straight annuity beyond age 
70, 

9. Continuing social security's present retirement test which 
channels the b'llk of benefits to the retired while provid- 
ing some incentive to those who can and want to work, 
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10. Using inducements and expanding opportunities, rather than 
compulsion, to prolong working life, 

11. Improving social security's long service minimum benefit, 

12. Assuring the short term soundness of social security by: 
permitting borrowing among the several social security 
funds , and from the general treasury to meet short-term 
deficits, enacting a countercyclical general revenue con- 
tribution, paying half of Part A Medicare costs from gen- 
eral revenues and shifting half of its payroll tax to so- 
cial security retirement, survivor, and disability fund- 
ing, 

13. Rebuilding social security reserves to 60 percent of annual 
benefit outgo to assure their ability to withstand the 
stresses of recession, 

14. Returning social security to its former status outside the 
unified budget so as to deter short term manipulation mo- 
tivated by budgetary considerations, 

15. Establishing an independent board to insulate this special 
program from short run political pressures, 

16. The improvement of spouses' and divorced persons' rights in 
social security and pension schemes based on the principle 
that marriage is an economic partnership, 

17. Providing and enhancing survivor benefits in all retirement 
mcomo programs, 

18. Requiring that in private pensions both spouses must agree 
before survivor benefit options are rejected, at least 
where they are not estranged. 



B . The Committee opposes : 

1. Raising the social security retirement age which would cut 
benefits and strand those under age 65 who need social se- 
curity benefits because of job displacement or ill health 
or simply because their life's work has burned them out, 

2. educing food stamps to the elderly, 

3. Imposing mandatory private pension coverage as an imprac- 
tical costly diversion of funds that can better be used 
in other ways in current pay and retirement benefits, 

4. Liberalizing Keogh and IRA maximum contributions which 
would largely benefit higher income people while increasing 
taxes for everyone. 
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IV. INCOME GOALS — INCOME RECEIVED 



A • Poverty Line 

The Committee regards the "poverty" line as inappropriately 
low even as a minimal measure, yet substantial numbers of 
elderly persons, especially widows over age 75, receive 
income below the poverty 1 ine . The poverty measure is 
based upon an emergency minimum food budget arbitrarily 
multiplied by a factor of three. It does not derive from 
any analysis of what people need at the subsistence level; 
the basic food allowance purports to be adequate only for 
a brief emergency period. Even with this appallingly ina- 
dequate measure — $3,479 for a single person and $4,390 for a 
couple in 1979 — some 14% of aged families had incomes, both 
cash and in kind (other than medical benefits) below the 
poverty level according to latest available data. Some 
groups fared especially badly? almost three out of every 10 
unmarried and widowed women over 65 lived below the poverty 
level. 

We are not assured by those studies which attempt to reduce the 
number in poverty by crediting them with Medicare and Medicaid. 
The receipt of medical care does not alleviate a shortage of 
money — an ill person receiving medical care is not better off 
than a well person not receiving medical care. 

B . Near-Poverty Measure 

Since the poverty level is so low, a "near-poverty" measure — 
125% of the "poverty" measure — is recommended by the Committee. 
Applying that yardstick to 1979 data, just about one-quarter of 
the elderly — 24.5% — fall below the near-poverty line — for a 
total of 5.9 million persons over 65. 

C. Intermediat e Budget 

Long labor should earn a ret irement standard of living that 
provides necessities and some amenities. A quite modest 
measure for such a standard is the BLS "Intermediate Budget". 
In 1978, the budget was $7,846 for retired couples, and using 
the 1971 White House Conference on Aging recommendations, for 
single elderly it was $5,885. More than one third of couples 
and two thirds of single people fell below those still Spartan 
measures. 

D . Income Sources 

Social security constituted the source from which most retirees 
received income and also provided the largest portion of non- 
work income — 49% in 1978. But it replaces less than half of 
former income for most couples: 
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ACTUAL EARNINGS REPLACEMENT RATES PROVIDED BY 
SOCIAL SECURITY FOR COUPLES RETIRING IN 1968 - 1974 

(from the Office of Research and Statistics of the Social Security 

Administration) 



P reretirement 
^arnings 

Tbtal 

$1,000-3,999 

$4,000-5,999 

$6,000-7,999 

$8,000-9,999 

$10,000-12,499 

$12,500-14,999 

$15,000 and over 



Actual Replacement Rates 

42 

63 
52 
48 
45 
37 
32 
25 



Those receiving income from a second source, such as private or 
government pensions, fared better; they generally received 
higher social security benefits than those who received only 
social security. 



V. DISCUSSION OF MAJOR RECOMMENDATIONS 



A. Social Securit y 

1 . Maintain full cost-of-living adjustment 

Social security benefits constitute the only or princi- 
pal source of income for a majority of retirees . They 
replace only a portion of pre-retirement earnings. Con- 
tinued full indexing to the cost of living is vital to 
avert real deprivation for many and a major drop in the 
level of livinq for all, especially in view of the steady 
decline in the value of private pension and other pension 
benefits. It is conceivable, though by no means certain, 
that a better Consumer Price Index (CPI) than that now 
us:?d to adjust social security benefits to inflation 
could be developed. Any changes in the composition of 
the index need to be very carefully considered to make 
sure that they improve the measurement. 

2 , Increase bene fits for older elderly 

A pressing retirement income need is improved income 
for the elderly 7 5 and over; they have the fewest sources 
of income and, especially single women, constitute the 
largest group of elderly in poverty. Higher social 
security benefits would provide the quickest, most effec- 
tive method to meet their increased needs. 




Maintain present fl e xibl e retirement age/benefit arrange- 



ments 



People age at differing rates: physical and skill demands 
vary among occupations; illness and disability strike some 
at early ages; economic opportunities differ by industry 
and locality. Present retirement age and benefit formulas 
meet these varying needs and offer incentives to continue 
work. 

The great majority of social security retirees enter 
benefit status before age 65, usually due to faltering 
health and/or unemployment ; actuarial reduction of bene- 
fits begun before age 6 5 provides an incentive to keep 
working if health and opportunity permit. The retirement 
test functions to channel the bulk of benefits to the 
retired. But it enables people 65 or older with the 
physical and skill capacity to earn $5500 a year in 1981 
without benefit loss; each $2 earned above that reduces 
benefits by $1. Today no limit at all applies beginning 
at age 72. Starting in 1982 no limit will apply when a 
person reaches age 70. These arrangements strike a bal- 
ance between the need of most to retire before age 70 
and incentives to keep working, if able, after age 62. 
We oppose proposals to change the age at which full bene- 
fits are payable to 68 and the age at which reduced bene- 
fits are available to 65, thereby stranding those below 
age 65 without insurance protection should retirement be- 
come necessary. We oppose shifting from the insured/earned 
rights program of social security to a needs-test for that 
substantial group between the ages of 62 and 65, all the 
more so because of the low benefit levels of supplementary 
security income. Even means-tested benefits would be un- 
certain since SSI now begins only at age 65. The Commit- 
tee is not persuaded that long term financing requires 
raising ret i re men t age ; we are persuaded it would impose 
gieat hardship; we question that raising retirement age 
will change the age when most Americans do retire since 
for many that is beyond their control. 

Incentives to voluntary postponement of retirement 
preferred 

Present law provides the additional incentive of higher 
social security benefits if retirement is delayed past 
age 65 • If add i tional measures are sought to prolong 
working life, instead of raising the age of eligibility 
for full benefits , we pre f er inducement by increasing 
security benefits along the lines of the recommendation 
by the National Commission on Social Security. 



5 • Assuring social security fundin g 
a . The S hort Ter m 

Prudent action to rebuild the social security trust 
funds' reserves can restore confidence in the system's 
ability to honor its promises in the future. This can 
be accomplished by authorizing mterfund bonowing so 
that a temporary surplus in one trust fund can be used 
to cover a temporary deficit in another and by borrow- 
ing from the general treasury to meet short-term de- 
ficits. In addition, when social security taxes de- 
cline in response to high rates of unemployment [a 
critical source of recent financing difficulties), a 
countercyclical general revenue contribution should 
automat ical ly kick in . 

To avert future close calls, half of Medicare Part 
A costs should be financed from general revenues. 
Seventy percent of the funds from Part B already come 
from general revenues. If the part of the payroll tax 
now going to Medicare were reassigned to social secu- 
rity's retirement , survivor, and disabil ity income 
programs, it would cover the anticipated short run 
deficits and continue to build a surplus on into the 
next century. 

These measures are not costless. They do mean allo- 
cating a somewhat larger portion of income to social 
security and medicare beneficiaries, albeit from an 
expectedly enlarged GNP. Polls already indicate the 
willingness of the electorate to pay more taxes to 
assure support of the social security system. The 
Committee is confident that the America- people will 
support such a prudent program to overcome short 
term close calls and to rebuild reserves for the 
long haul. 

b . The Long Term 

The Dependency Ratio - Concern has been expressed 
over the future ability of social security to meet 
its commitments, especially to those now in their 
20' s , 30 's, and 40 's . The Committee believes that 
this concern derives from questionable assumptions, 
dubious analysis, and misplaced emphasis. The issue 
focuses on the relative numbers of workers to aged 
dependents, or dependency ratio. Thus, many arque, 
in 1980 there were 3.2 people workinq under social 
security for each person drawing social security 
benefits. In comparison, by 2020 or 2025, the same 
ratio arguably will be 2 to 1. From this some 
conclude that the ratio of workers to dependents 
will decline and thus imperil the ability of social 
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security to collect sutticient money to pay benefits 
in the next century. This analysis is questionable. 
With relative shrinkage in the aye 18-60 group, 
employment opportunities tor the elderly could well 
improve, transferring a larger portion of them from 
the "retired" to the "working/support" category. The 
analysis overlooks that in 1970 the total population 
dependency ratio was greater than it will be until 
past 2 0 40 . That is, including those in the 0-17 age 
group, most of whom assuredly are dependent, our 
economy has already passed the worst stage of the 
dependency tatio-- -obviously with comparative ease. 
The 2 to 1 dependency rat 10 assumes a rather low 
birth rate (2.1 per woman). As a result, the relative 
size of the 0-17 group will shrink, thereby reducing 
both private and public expenditures now devoted to 
rearing and tra ininq the young . These savings would 
make it easier for the economy to support the growing 
ranks of the retired population. Should the birth 
rate prove to be higher (and some recent evidence 
shows an upturn), the ranks of the 18-64 group will 
be larger than pro jec ted-- thus improving the future 
ra t 10 . 

The ratio also assumes continued immigration only at 
present legal rates, 400,000 annually. Recently, due 
largely to the situation in Cuba and southeast Asia, 
legal immigration has been far higher. Illegal immi- 
gration has been uncountable and also apparently 
unstoppable. Immigrants tend to be much younger than 
tne general population, thus adding to those in child- 
bearing years . Many enter the United States work 
under social security and make payroll contributions, 
but leave long before building up benefit eligibility. 
Hence the net contribution to social security of both 
legal and illegal immigration is considerable. Ac- 
cording to the estimates by the Office of the Actuary, 
vSocial Security Administration, the projected social 
security deficit over the next 75 years (1930-2054) 
is 1 . 58 % o t taxable payrol 1 (earnings subject to social 
security taxes). Based on a special analysis of the 
Office of the Actuary, if net immigration increased 
from 400,000 to 800,000, the projected deficit would 
be reduced to 1.04%, thdt is, by more than one third • 
If boosted to 1.2 million, the deficit would be cut 
to 0 . 5tf % of taxable payroll , that is , cut by two thirds . 
Taking all of these factors into account, it is doubt- 
ful that anything like the currently projected funding 
gap will actually materialize. 

The role ot productivity - The true measure of the 
ability of the economy to support a retired population 
depends upon production. Today we ] ive better than 
i n lecad»_'H east ho cause . > f greater product iv i ty des- 



pite dramatic reductions in time worked and the 
steady drop in retirement age. When real income in- 
creases, higher levels of GNP devoted to social secu- 
rity are more readily borne because they do not reduce 
living standards. 

While real wages have declined recently, over the 
long haul, rates of productivity should pick up 
again. Our prodigious inventiveness and technology 
point that way, despite temporary setbacks, largely 
due to energy problems . In 1980, social security 
costs amount to but 4.79% of GNP. With the interme- 
diate assumptions used in projecting by the social 
security Office of the Actuary, in the year 2000 
social security will cost a small er percent of GNP, 
namely 4.35%. By 2020-the date by which the some 
analysts predict a social security doomsday — the por- 
tion of GNP would be but 5.66%. With a far higher 
standard of living caused by steady, if modest, 
improvement in productivity, the burden of social 
security upon those working would be less than it 
is today. This would be all the more true if, as 
is projected, they will be paying for the care and 
nurture of proportionately fewer children. Thus, 
the crucial element in how burdensome the social 
security program will be in the future is not simply 
the "dependency ratio" of those over 65 to the group 
usually thought of as of working age, but rather, 
fertility rates, immigration rates, labor force par- 
ticipation rates and- -most importantly — productivity 
and economic growth. The Committee cannot guarantee 
developments favorable to social security in these 
areas. But we deplore panic predictions based upon 
questionable assumptions when closer analysis and 
alternate assumptions at least as reasonable, and 
probably more reasonable, yield a quite different 
picture . 

Thus the Committee counsels close attention to deve- 
lopments in the key variables affecting long term 
social security benefits and burdens and responding 
effectively to those developments as they become 
less speculative . We caution against a "Dunkirk" 
approach to social security . As with World War II, 
improved productivity should prevail in the end. 

B. Other Retirement Income Programs 

1 . Improve vesting and benefits 

Private pension plans and and state and local government 
plans require long service for one employer or industry 
to achieve benefits, and seldom, if ever, provide any 
assured adjustment to increases in cost of living. To 
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the extent that resources allow, these characteristics 
of such plans should be improved. 



4 



Impro ve survivor /divorced person rights 

The poorest of the old are survivors, mostly widows. It 
is urgent that pension plans protect spouses ' rights as 
survivors or in the event of divorce. The Committee 
endorses the idea of marriage as an economic partnership 
so that credits and benefits earned during marriage will 
be shared. 

E xamination of in tegration of social security and private 
plan Jbenef its 

The Committee believes that there should be a careful 
examination of the current system of integrating private 
plans with social security to make sure that lower paid 
workers are not discriminated against. 



SUMMARY 



Social security constitutes the mainstay of our nation's elderly, 
now and in the future. Other programs for private and non-federal 
government employment can and should supplement it. Savings play 
a small role in providing continuing cash income for most retirees. 
Those who can should be helped to work by training, modifications 
in jobs to meet their abilities, and by operating a full employment, 
growing economy. Meeds tested programs should be only a last 
resort . 
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SUPPLEMENTARY VIEW OF VICTOR HRUSKA 



I cannot subscribe to this report and its recommendations because 
the desperate plight of most of the retired Americans is ignored. 
Over 80 percent of retired Americans (over 20 million) live on 
incomes from a lifetime of saving, private pensions, and social 
security. Rampant inflation, averaging 13.5 percent last year, 
cuts their hard earned savings and pensions in half in 5 years 
and in 10 years to less than one fourth in real dollars. 

Inflation is the arch enemy of all people but is especially cruel 
to the retired who are tied to a fixed income. It is rapidly 
driving this largest group of older Americans into poverty. They 
join those who are eligible for a full panopoly of government 
provided benefits — including Medicaid, SSI payments, energy pay- 
ments, food stamps, and public housing. The retiree, after having 
his life savings destroyed, would be entitled to these need-related 
benefits which would grossly increase the tax burden on a new 
generation of middle-income workers. This would cause deplorable 
socio-economic results by destroying all initiative to save to 
provide for a better retirement. 

The older Americans demand an all out fight against inflation and 
are willing to help lead this fight. In the short range some 
relief can be provided the elderly so that they can live with 
dignity and not be dependent on government largess. 

I recommend that IRS follow the lead of states that exempt those 
over 65 from income tax for the first $10,000 of income from any 
source, including interest, dividends, and pensions. These 20 
million hard-working Americans ask only not to be robbed by 
inflation and again by taxation and thus driven into poverty. 
I disagree with the recommendation to use general revenues to 
finance social security. This step would ruin the "earned right" 
nature of the program, and would lead to irresponsible liberali- 
zations through the use of deficit spending. Use of general 
revenue funds would supply justification for those who advocate 
that social security be on a needs basis. 
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The following Technical Committee 
Summaries have been published: 



Retirement Income 

Health Maintenance and Health Promotion 
Health Services 

Social and Health Aspects of L:ng Term Care 
Family, Social Services and Other Support Systems 
The Physical and Social Environment and Quality of Life 
Older Americans as A Growing National Resource 
Employment 

Creating an Age Integrated Society: Implications for Societal Institutions 

Creating an Age Integrated Society: Implications for the Economy 

Creating an Age Integrated Society. Implications for the Educational Systems 

Creating an Age Integrated Society: Implications for Spiritual Weil-Being 

Creating an Age Integrated Society: Implications for the Family 

Creating an Age Integrated Society: Implications for the Media 

Creating an Age Integrated Society: Implications for Governmental Structures 

Research in Aging 



Expert* from vinous fields were appointed by the Secretary of Health and Human Services to serve on 16 Technical Com 
mittecs, each charged with developing issues and recommendations in a particular area for consideration as background ma 
terial for the delegates to the 1981 White House Conference on Aging. 
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